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Introduction

1.1 Introduction

This report, the Proposed Revenue Requirements Analysis for 2011-2012 (RRA), discusses the
revenue requirement for City Light rates that would become effective January 1, 2011 and
January 1, 2012.

A detailed explanation of the rate-setting process can be found in the document, Seattle City
Light Guide to Rate Making, dated September 2009. The 2011-2012 Proposed Budget is the
foundation of this RRA. The Budget authorizes City Light to acquire the resources needed to
achieve its mission to “exceed our customers’ expectations in producing and delivering
environmentally responsible, safe, low cost and reliable power.”

1.2 RRA Methodology

City Council Resolution 31187, passed in March of 2010, directs City Light to set electric rates
at levels sufficient to achieve a debt service coverage ratio of 1.8, so this is the basis for the
calculation of revenue requirements. The revenue requirement is the amount of retail revenue
that yields Cash Available for Debt Service Coverage that equals 1.8 times the amount of debt
service.

City Light’s rate setting methodology is based on a “cash flow” approach rather than on the
income statement. The cash flow statement’s bottom line is the amount available for debt
service coverage, the metric designated by the financial policy for rate setting. In contrast, net
income includes expenses and revenues that are not cash, and there are also cash flows that do
not appear on the income statement. Examples of non-cash transactions found on the income
statement are depreciation and mark-to-market valuation for certain energy purchases and sales.
Cash transactions typically missing from an income statement include things like cash from
suburban customers to pay for undergrounding. The entire amount to be received as payment for
an undergrounding project is recorded as income in the year in which the project is completed,
even though it might not actually be received until as much as 25 years later. For those
interested, an income statement is shown as Table 1.01 in Appendix 1.

The cash flow forecast used to derive the 2011 and 2012 revenue requirements is summarized in
Table S1 - Cash Flow, found at the beginning of the Summary chapter. Each line in Table S1
beginning with “Cash from...” is akin to revenue, and generally accounts for cash flowing into
the Department, whereas lines beginning with “Cash to...” are akin to costs, and generally
account for cash going out of the Department. A small number of lines in the cash flow
represent cash flowing from one cash account to another cash account.

There are two notable changes between the methodology used to derive the revenue requirement
for 2010 and the current process being used for 2011 and 2012. First, the City Light Financial



Planning Unit transitioned to a new financial model in early 2010. Therefore, the 2010 Rate
Study was produced based on outputs from the now-legacy Financial Planning Model (FPM),
and this RRA is based on outputs from the new model, “UlIPlanner”. The old and new models
produce almost identical results by design; UIPlanner was implemented to mirror the algorithms
and assumptions from the FPM. However, minor differences in computation, along with
corrections and improvements made during the migration process contributed to some revenue
requirement differences. Second, the financial policies were changed between the two rate
reviews, though practically this change had no impact on rates since the determining constraint
for both studies was 1.8 times debt service coverage.

1.3 RRA and Rates

When conducting a comprehensive rate review, there are three phases to the rate making process:
revenue requirement, cost allocation and rate design. Cost allocation allocates the revenue
requirements among functional cost components, and rate design is the process of shaping rates,
charges, and credits for customer classes so that each class contributes their fair portion of the
revenue requirement. The last comprehensive rate review took place in 2006 and established
rates for 2007 and 2008, and the cost allocation and rate design established in that process and
currently in effect were retained for 2010. They are retained for the 2011-2012 review as well.
When rates are updated without updating cost allocation and rate design, this is commonly
referred to as an “across-the-board” rate change.

An across-the-board rate change might be implemented as a consistent cents-per-kWh
adjustment on the energy portion of each customer class’ rates. The automatic BPA pass-
through utilizes this approach. Alternatively, the rate change may be implemented as a
consistent percentage increase across all components of each customer class’ rates. In 2010, the
rate adjustment used the latter approach, and this is the proposed approach for this rate review as
well.

1.4 RRA Organization

The RRA provides documentation and analysis of the drivers of the revenue requirement for 2011
and 2012, focusing when appropriate on the changes between the forecast used to determine the
2010 revenue requirement and the current forecast for 2011 and 2012. It does not compare the
forecast with the actual financial results for any historical year, nor does it compare the current
revenue requirement forecast for 2011 and 2012 to any previous revenue requirement forecast
for these years.

The Summary chapter is an executive summary of the revenue requirement for 2011 and 2012
relative to the revenue requirement in the 2010 Rate Study. Subsequent chapters are devoted to

Some suburban rates have changed since then to reflect special undergrounding projects there which those
customers will pay for as well as reflecting some changes in payments requested by suburban cities which have
franchise agreements with City Light. Changes in suburban rates for this latter reason were approved by City
Council.



explaining each of the 18 “Cash to/ Cash from” lines in Table S1, one chapter per line, with the
exception of the second line, Cash from RSA (Rate Stabilization Account) Surcharge, which is
discussed as part of retail revenue and is covered in Chapters 1 and 9. Chapters 1-9 discuss the
cash flows that directly determine the revenue requirement for 2011 and 2012. Each of these
chapters explains how that particular line is calculated, and why it is important, as well as how
and why the forecast for 2011 and 2012 differs from the amount in the 2010 Rate Study.
Chapters 10-17 discuss cash flow lines that do not directly impact revenue requirements. These
items (e.g., capital spending, debt issued) do have a cash impact that indirectly influences
revenue requirements via debt service. However, this indirect impact is spread across a number
of years, and therefore the effect of changes in these cash flow line items might have little impact
on the specific revenue requirements discussed in this RRA. For this reason, these chapters
present forecast data for 2011-2012, but may not discuss differences from the 2010 Rate Study,
since this comparison is not particularly helpful in understanding the revenue requirement for
this RRA. Finally, Chapter 18 presents a high level discussion of the six-year rate outlook.

This RRA has five appendices. Appendix 1 contains a comprehensive set of UIPlanner Financial
Model output reports for 2009-2016. Appendix 2 describes the Rate Stabilization Account
(RSA). Appendix 3 discusses the wholesale revenue forecast model and assumptions. Appendix
4 contains information on the BPA pass-through and a derivation of its impact on rates.
Appendix 5 contains rate schedules showing the new rates.



Summary of the Revenue Requirements Analysis

S.1 Overview

This chapter presents a summary of changes in revenue requirements underlying the rate
adjustments for 2011 and 2012.

This summary describes how the revenue requirements are determined and how they affect the
Department’s ability to meet its financial policy targets. It also identifies the major sources of
change between the prior 2010 Rate Study, which is the basis for the current rates, and the 2011-
2012 revenue requirements in this RRA.

S.2  How Revenue Requirements Are Determined

The objective of the Revenue Requirements Analysis is to determine the amount of revenue that
the Department must collect from customers in a given calendar year to cover operating costs
and meet Council-mandated financial policies.

Operating costs and capital expenditure levels are determined as part of Seattle City Light’s
biennial budget process. Budgeted expenses are set to ensure that the Department will have the
staff and financial resources necessary to support key activities and projects. Projections of
operations and maintenance expenses, capital expenditures, and other sources of revenue
determine the amount of revenue required from customers, which in turn determines the retail
rates.

In March of 2010, the City Council passed Resolution 31187 establishing financial policies for
setting electric rates. The resolution specifies a rate setting guideline of 1.8 times debt service
coverage. Therefore, in any given year the revenue requirement is defined as the amount of
retail revenue required such that Cash Available for Debt Service is equal to 1.8 times the total
debt service.

Table S1 shows the projected Cash Flow for 2010-12. The first line in the table (Cash from
Retail Power Sales before Discounts) is the revenue requirement. It is the amount of revenue that
must be collected from customers to cover all costs including power purchases, operations, debt
service, taxes and other expenditures above what is covered by revenues from wholesale power
sales and other sources. Note that in Table S1, the Cash Available for Debt Service is equal to
1.8 times the Cash to Debt Service for each of the years 2010, 2011 and 2012.



S.3

Table S1

Cash Flow
$ millions
2010 Rate Forecast Forecast
Study 2011 2012
Cash from Retail Power Sales before Discounts $614.8 $651.5 $699.2
Cash from RSA Surcharge 11.7 0.0
Cash from Wholesale Power Sales, Net 120.0 110.5 102.1
Cash from All Other Sources 70.4 70.8 70.2
Cash to Rate Stabilization Account 0.0 (32.5) (2.9)
Cash to Power Contracts (289.3) (282.8) (289.3)
Cash to Operations (202.2) (226.6) (219.7)
Cash to Rate Discounts (6.5) (6.6) (7.1)
Cash to Uncollectable Revenue (5.5) (6.0) (6.3)
Cash to State Taxes and Franchise Payments (31.2) (33.3) (34.6)
Cash Available for Debt Service $270.5 $256.8 $311.6
Cash to City Taxes (38.6) (41.4) (43.3)
Cash to All Other Purposes (3.5) (0.7) (1.2)
Cash to Debt Service (150.7) (142.7) (173.1)
Cash from Operations $77.8 $72.0 $94.1
Cash from Contributions 29.7 31.6 19.5
Cash from Bond Proceeds 148.9 188.4 212.7
Cash to Capital, Conservation and Deferred O&M $256.4 $292.0 $326.3

Changes in Rates

Table S2 displays the changes in retail rates required to produce the cash flows from Table S1.
As indicated, proposed average rate increases are 4.3% in 2011 and 4.2% in 2012. Since
residential customers are often more familiar with rates expressed as monthly bill impacts rather
than in terms of kWh, the table also displays the effect of rate changes on the average monthly
residential bill.

In addition to the change in average system rates on January 1 of each year, this table shows the
BPA pass-through, which is adjusted as needed on October 1 of each year. The BPA pass-
through is a rate mechanism that allows City Light to pass through to retail customers any
changes in amounts charged by BPA arising from changes in BPA’s rate schedules.

A rate component that is conspicuously absent from the table below is the RSA surcharge. The
RSA surcharge is similar to the BPA pass-through in that rate changes are enacted outside the
typical rate ordinance process. However, they are different in that BPA pass-throughs are true
rate changes, and base rate changes (such as the ones discussed in this document) are applied on
top of them. RSA surcharges sit on top of base rates, and so existing surcharges are not figured
into rate increases. Therefore, the proposed 4.3% January 1, 2011 increase is applied on top of



the average system rate including the October 1, 2010 BPA pass-through. Then, the appropriate
RSA surcharge is applied on top of this average system rate. Because RSA surcharges are
downstream of base rate changes, they are only peripherally related to this RRA and the rates
that result from it.

The BPA pass-through is added onto the After Rate Change rate for that year and the combined
total, which is shown in the bottom line, is the basis for the Before Rate Change rate for the
following year. (For more information on the calculation of the BPA pass-through, see
Appendix 4.)

Table S2
Changes in Average Rates and Monthly Bills
2010 2011 2012

Average System Rate ($ per MWh)

Before Rate Change (effective Jan 1) $57.47 $65.99 $70.04
After Rate Change $65.41 $68.84 $72.95
Difference $7.94 $2.85 $2.91
Percent Difference 13.8% 4.3% 4.2%
Average Residential Monthly Bill

Before Rate Change (effective Jan 1) $44.68 $51.31 $54.45
After Rate Change $50.85 $53.52 $56.72
Difference $6.17 $2.21 $2.27
Percent Difference 13.8% 4.3% 4.2%
BPA Pass Through Effective Oct 1 ($ per MWh) $0.30 $1.20 $0.00
Percent Change to Average System Rate 0% 2% 0%
Average System Rate After BPA Pass Through $65.71 $70.04 $72.95

The inconsistency between 2010 and 2011 average rate is due to alterations to billing
determinants since the previous rate review, which increased the calculated average system
rate from $65.71 to $65.99. Billing determinants are the assumption of kwh and kw by rate
class which determine the amount of retail revenue collected given a particular rate.

Figure S1 presents average rates in a historical context, including the projected increases for
2011-12.

Figure S1
SCL Average Retail Revenue per MWh ($/MWh) 2000-2012
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S.4  Revenue Requirements — Graphical Summary View

Figure S2 below is a high-level pictorial view of the revenue requirement drivers of the proposed
4.3% and 4.2% rate increases for 2011 and 2012. In this section we provide a very high level
explanation of the main drivers behind the increase in revenue requirements for 2011 and 2012.
A more in-depth discussion can be found in the next section of this Summary chapter, and the
full RRA is comprised of chapters detailing each individual factor.

Figure S2
High-Level Revenue Requirements Drivers
4.2%
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2011 Revenue Requirement Drivers

Major contributors to 2011 rates are approved changes to the Department’s Operations and
Maintenance (O&M) budget, documented in the budget process through Budget Issue Papers
(BIPs). BIPs describe budget decreases and mandatory technical adjustments as well as new
programs. In this RRA, technical adjustments have been separated from other BIPs, to
differentiate non-discretionary budget changes from discretionary additions. To save money in
2010 City Light cut $9 million dollars from the $615 million base budget. About half of these
budget reductions were continued into 2011 and 2012 to help mitigate the rate increases, which
is why the base revenue requirement is $4.6 million less than 2010 for these two years. The
striped bar shows 2011 BIPs of $18.8 million, but combining these with the continuing cuts
results in a net addition of $14.2 million.



For this chart, BIPs have been separated from non-controllable O&M changes, which are shown
in the red bar. This bar shows increases in O&M due to inflation and technical adjustments
reflecting changes such as increased pension costs and increased City cost allocation funding.

The turquoise bar shows forecasted changes in costs and revenues for: long-term power
contracts, power marketing revenues net of expenses, toxic clean up payments, and greenhouse
gas offsets. In aggregate, these components offset one another, yielding no rate impact for 2011.

Another significant contributor for 2011 is net wholesale revenue, which, at $110.5 million, is
$9.5 million lower than the 2010 Rate Study amount. This is due to a change in the methodology
for deriving this value (moving from a forecast to a historical average) for rate setting purposes.
However, both lower regional energy prices and lower generation estimates also support this
reduction.

While changes in debt service and the Rate Stabilization Account (RSA) deposit are both major
changes for 2011, their net impact on 2011 rates (shown in the yellow bar) is small because they
offset one another. Table S3 below shows a breakdown of these component drivers. The
Department completed a $792 million debt issue in 2010, about two-thirds of which was
refunding of the old debt, and the remaining one-third was new money. The new money portion,
along with a projected debt issue in early 2011, increases debt service, while the refunding
decreases it. The refunding savings are substantial for 2011 because the issue was structured to
maximize the savings in this year so that more cash might be available to help initially fund the
RSA. Funding the RSA to its $100 million target by the end of 2011 requires a major one-time
cash outlay, and per the terms of the RSA accounting treatment, funds deposited into the RSA
cannot count towards debt service coverage. The rate benefit of refunding is 1.8 times the
savings, because of coverage requirements. Therefore, even though the refunding savings
amount is deposited into the RSA, there is still additional rate benefit.

Table S3
Debt Service and RSA Deposits
Change between 2010 Rate Study and 2011 Forecast

$ millions
Debt Service $m
Increase in Debt Service from 2010 $14.0
Refunding Savings (22.0)
Total Change in Debt Service (8.0)
Change in Debt Service Coverage at 1.8x (14.5)
RSA Deposit
Total RSA Deposit (needed to get to $100 M) 325
Surcharge Revenue (net of taxes) (10.6)
Cash from Ops Needed for 2011 RSA Deposit 21.9
Total Change $7.4




2012 Revenue Requirement Drivers

The single largest contributor to higher rates for 2012 is debt service. The large yellow bar
reflects higher debt service due to the 2010 bond issue, plus additional debt service from
projected issues in both 2011 and 2012. Whereas refunding savings more than offsets increases
in debt service for 2011, only about $3 million in savings was structured into 2012. Therefore,
2012 reflects nearly the full impact of increased debt service coverage stemming from the new
debt.

Another contributor is net wholesale revenue, which is $8.4 million lower than the projection for
2011 (and cumulatively, $17.9 million lower than the budgeted amount for 2010). The
calculation of the 2012 net wholesale revenue baseline uses the years 2002-2010, and including
preliminary results from 2010 (a poor wholesale revenue year) brings down the average
substantially.

Costs associated with power contracts and other miscellaneous factors (turquoise bar) are also
increasing in 2012, most significantly due to 1-9372 compliance needs. When 1-937 goes into
effect in 2012, sales of excess Renewable Energy Credits (also known as RECs, or Green Tags)
will drop off by $3.4 million since City Light will need them to meet 1-937 requirements. City
Light also anticipates acquiring an additional $3.5 million in new renewables in 2012, to
continue to ramp up to the higher 1-937 standards in 2016.

The impact of BIPs on the 2012 revenue requirement has been minimized because the
Department, recognizing that debt service would already present substantial upward rate
pressure, modified the budget to keep overall expenditures as low as possible. Note that 2012
BIPs, which are $4.3 million net of $4.6 million in continued cuts, are actually $10 million lower
than 2011 BIPs.

S.5  Revenue Requirements — Component View

Table S4 is a comprehensive comparison of the elements of the current projected revenue
requirements in 2011-12 with those used to set rates for 2010. It is comprised of the components
shown in Table S1 that directly impact the revenue requirements, reconfigured to show their
relative impact on the rate increase.

Cash to or for various purposes carries a positive sign and cash from various sources carries a
negative sign. The difference between these elements of the revenue requirements, or “gap”, is
shown in the “Gap $” column. The gap is divided by the projected retail load in order to show
the effect of each change in terms of $/MWh, and is displayed in the “$ per MWh” column. The
“% Change” column compares the $/MWh result to the average system rate in 2010 (shown in
Table S2) before the rate change associated with the new revenue requirement. Note that the
sum of all the lower elements in Table S4 equals the amount shown in the top row.

2 Washington State Initiative 1-937 requires utilities to obtain 15% of their electricity from renewable resources by
2020, with incremental steps of 3% by 2012 and 9% by 2016.



Table S4
Changes in Revenue Requirements
from 2010 Rate Forecast to 2011-12 Rate Forecast

$ millions
Forecast 2011 Forecast 2012
2011 -
Rate Study 2010-2011 Gap $ 2012 Gap $ %

2010 2011 Gap $ per Mwh % Change 2012 Gap $ per Mwh Change
Cash from Projected Rate Increase $0.0 $26.7 $26.7 $2.8 4.3% $55.1 $28.4 $3.0 4.2%
is the sum of
Cash from Retail Power Sales before Discounts,
without Rate Increase ($614.8) ($624.9) ($10.1) (%0.7) (1.6%)| ($644.2) ($19.3) ($1.1)  (2.9%)
Cash from RSA Surcharge 0.0 (11.7) (11.7) (1.2) (1.9%) 0.0 1.7 1.2 1.7%
Cash from Wholesale Power, Net (120.0) (110.5) 9.5 1.0 1.5% (102.1) 8.4 0.9 1.3%
Cash from Other Sources (70.4) (70.8) (0.4) (0.0) (0.1%) (70.2) 0.7 0.1 0.1%
Cash to Rate Stabilization Account 0.0 325 325 3.4 5.2% 2.9 (29.5) (3.1)  (4.4%)
Cash to Power Contracts 289.3 282.8 (6.4) 0.7) (1.0%) 289.3 6.5 0.7 1.0%
Cash to Operations 202.2 226.6 244 2.6 3.9% 219.7 (6.9) 0.7) (1.0%)
Cash to Rate Discounts 6.5 6.6 0.1 0.0 0.0% 71 0.5 0.1 0.1%
Cash to Uncollectible Revenue 5.5 6.0 0.4 0.0 0.1% 6.3 0.3 0.0 0.0%
Cash to State Taxes and Franchise Payments 31.2 33.3 21 0.2 0.3% 34.6 1.3 0.1 0.2%
Cash to Debt Service Coverage 270.5 256.8 (13.7) (1.5) (2.2%) 311.6 54.8 5.7 8.2%

The individual components of Table S4 are explained in further detail below. Additionally, each
of these components and its impact on the revenue requirement is explained at length in the
subsequent chapters of this document.

Cash from Projected Rate Increase and Cash from Retail Power Sales before Discounts

The sum of the absolute value of Cash from Projected Rate Increase and Cash from Retail Power
Sales before Discounts, without Rate Increase, equals the line on Table S1 called Cash from
Retail Power Sales before Discounts, otherwise known as the revenue requirement. In Table S4,
the revenue requirement is separated into these two components so as to single out cash resulting
from the rate change.

Cash from Retail Power Sales before Discounts, without Rate Increase, is the amount of cash
from retail sales that would be realized without any base rate increases for 2011 or 2012. In
other words, this is revenue from base rates that were set by the 2010 Rate Study, updated for
small subsequent BPA retail rate pass-throughs. The breakdown of the components of Cash
from Retail Power Sales before Discounts, without Rate Increase, is shown in Table S5.

BPA pass-through rate changes are projected for October 2010 and October 2011. City Light’s

ability to pass through increases in BPA costs to retail customers lowers the amount of the
additional revenue requirement that must be collected by increasing base rates.
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Table S5

Changes in Retail Power Sales Components
(Million Dollars)

Forecast 2011 Forecast 2012
2011 -
Rate Study 2010-2011 Gap $ 2012 Gap $ %

2010 2011 Gap$ per Mwh % Change 2012 Gap $ per Mwh Change
Cash from Retail Power Sales before
Discounts, without Rate Increase ($614.8) ($624.9) ($10.1) ($1.1) ($0.0) ($644.2) ($19.3) ($2.0) ($0.0)
equals
Cash from Retail Power Sales at
2010 Rate Study Average Annual Rate (614.0) (619.0) (4.9) (0.5) (0.8%) (629.8) (10.8) (1.1)  (1.6%)
Cash from BPA Pass-Through
Implemented Oct 1, 2010 0.7) (2.8) (2.1) 0.2) (0.3%) (2.9) (0.0) (0.0) (0.0%)
Cash from BPA Pass-Through
to be Implemented Oct 1, 2011 - (3.1) (3.1) 0.3) (0.5%) (11.5) (8.4) 0.9) (1.3%)

Changes in this rate component from year to year are due to changes in customer load profiles,
suburban city rate increases per franchise agreements, and other patterns of use affecting retail
revenue. These forecasted rate and load pattern changes allow City Light to collect $4.9 million
more revenue and thus, lower the amount of additional revenue required from further retail rate
increases. This component does not include any revenue from RSA surcharges in 2010 or any
other year. These are kept separate from base rate calculations and are discussed in the next
section.

The Cash from Projected Rate Increase represents the amount that must be collected by
increasing rates from the amount set by the 2010 Rate Study.

Cash from Wholesale Power Sales, Net

Table S1 shows that Cash from Wholesale Power Sales, Net (also known as net wholesale
revenue) are projected to decrease from 2010 to 2011-12. Table S4 shows that the projections of
$110.5 million and $102.1 million for 2011 and for 2012, respectively, are both lower than the
$120.0 million assumed for the 2010 Rate Study.

The 2010 Rate Study assumption was based on a forecast of surplus energy and wholesale

market prices. For the 2011-2012 Rate Study, the Department is using a simple average of
historical actuals, shown below.
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Table S6
Derivation of Net Wholesale Revenue ($M)

$ millions
2002 Actual $ 89.6
2003 Actual $ 1134
2004 Actual $ 113.6
2005 Actual $ 874
2006 Actual $ 1401
2007 Actual $ 137.3
2008 Actual $ 134.4
2009 Actual $ 68.2
2010 Estimate $ 35.0
2002-9 Average $ 110.5
2002-10 Average $ 102.1

This approach is consistent with the methodology called for in RSA Ordinance 123260, which
was passed by the City Council in March, 2010. The Ordinance requires the RSA baseline to be
the same as the amount of net wholesale revenue assumed for the purpose of setting rates. It
further specifies that the baseline should be determined by simple historical average, “unless,
after consideration of additional information, the City Council determines that a different
methodology is warranted.”

As of April 30, 2010 when the budget process began, City Light forecasts (using the same
methodology as used in the 2010 Rate Study) with an average water assumption and current
market prices returned values within $1 million of the historical average methodology, which
was not compelling evidence to advocate adopting a different assumption. As of September 17,
2010 forecasts show a reduced outlook, with 2011 wholesale revenue at $83.7 million, and 2012
at $96.6 million. Negative variances between the expected outlook and the baseline increase the
likelihood that the RSA will be drawn down, and that RSA surcharges will be applied to rates.
Accordingly, this is a matter that City Light will continue to monitor throughout 2010.

Cash from All Other Sources

Cash from All Other Sources includes miscellaneous cash sources such as power contracts (e.g.,
long-term power sales, BPA credits), power marketing activities, investments, and sales of
surplus property. A breakdown of these components is shown in the table below.

Table S7
Summary of Cash from All Other Sources
$ millions
Rate Study Forecast Change Forecast Change
2010 2011 2010-2011 2012 2011 - 2012
Power Contracts $22.3 $21.2 ($1.1) $20.6 (%0.6)
Power Marketing, Net $17.0 $15.2 ($1.8) $8.2 ($7.0)
Other $31.1 $34.4 $3.3 $41.4 $6.9
Total Cash from All Other Sources $70.4 $70.8 $0.4 $70.2 ($0.7)

The decrease in cash from power contracts is primarily due to reduced credits from BPA for
conservation and renewables. Power marketing, net of costs, is projected to decrease in 2011
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and then decline substantially in 2012. City Light generates revenue from transmission sales,
basis sales, capacity sales, and other power-related services; these revenues are on the decline
because of sluggish market prices and fewer opportunities to monetize the Department’s assets.
In addition, in 2012, revenue from Green Tag sales drops off, since these must be retained to
meet the 1-937 3% renewable portfolio standard, which goes into effect that year. Reduced sales
of reserves and no assumed premium revenues from a Lucky Peak exchange sale are also drivers
for the 2012 decline.

Cash from other sources besides power contracts and marketing is projected to be higher in 2011
and also increase for 2012. This sub-category includes cash from a variety of sources such as
sales of property, investment income, operating fees, and grants Investment income in particular
is growing since cash reserves are growing with the RSA, increasing interest income.

Cash to Power Contracts

Cash to Power Contracts is the sum of cash spent on long term power purchases, wheeling
purchases, and Water for Power (FERC administration, land use and water right fees for hydro
projects). Overall, these costs are projected to decrease by about $6.4 million between 2010 Rate
Study projections and those for 2011, and increase by $6.5 million between 2011 and 2012. The
drivers of these changes are shown in the table below.

Table S8
Summary of Purchased Power Contracts
$ millions
Rate Study  Forecast Change Forecast Change

2010 2011 2011 - 2010 2012 2012 - 2011
Bonneville Power Administration $172.4 $165.9 ($6.5) $163.9 ($2.0)
Wind Resources 21.2 21.7 0.6 25.2 3.5
High Ross 13.1 13.1 0.0 13.1 0.0
Lucky Peak 6.1 6.0 (0.1) 6.2 0.2
Grand Coulee 5.0 5.1 0.1 5.2 0.0
Priest Rapids 124 11.9 (0.5) 13.1 1.2
SPI Purchase 1.7 2.4 0.7 2.5 0.0
Renewable Resource Acquisitions 0.0 3.5 3.5 7.0 3.5
Columbia Ridge* 2.9 2.8 (0.1) 2.9 0.1
Water for Power (FERC Fees) 9.3 10.5 1.1 11.0 0.5
Wheeling 452 39.9 (5.3) 39.2 (0.7)
Total Cash to Power Contracts $289.3 $282.8 ($6.4) $289.3 $6.5

(*) Called "IRP Resource" in 2010 Rate Study

A prominent cost increase is Renewable Resource Acquisitions, which is the ramping up
purchase of green power resources to help comply with 1-937 targets. Wind resource costs are
also rising, especially in 2012, because of anticipated new integration and exchange contract
terms that will increase the cost of this resource. Offsetting contract cost decreases include the
Bonneville Power Administration (BPA) contract and various wheeling expenses. The BPA
contract cost declines due to a large $6.1 million Slice true-up payment for 2010, to be received
in 2011, and because of reduced power volumes from the new contract which starts October
2011. Wheeling expenses are down due to reduced transmission needs stemming from the new
wind contract, and because an anticipated increase in BPA transmission rates did not materialize.
Chapter 4 contains more details on power contracts.
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Cash to Operations

Cash to Operations is a sum of cash spent on production, transmission, distribution, non-
programmatic conservation, customer accounting and administration. Cash to Operations is
projected to be $24.4 million higher in 2011 than the 2010 Rate Study amount, with 2012
projected to decrease by $6.9 million.

Table S9 below shows the main components that drive changes in Cash to Operations. The
baseline equals the amount from the 2010 Rate Study, and inflation is generally assumed at 2%,
though labor costs contain reductions that reduce this somewhat.

In 2010 City Light cut $9 million dollars of operating expenses in response to lower than planned
wholesale revenue. To help mitigate the rate increases in 2011 and 2012 $4.6 million of these
budget reductions were continued in the 2011 and 2012 budget. Also, to distinguish between
discretionary and non-discretionary changes to cash to operations, the table shows compulsory
technical adjustments, such as increases in pension costs and inter-departmental cost allocations,
separate from other BIPs. These are all discussed in more detail in Chapter 5.

The other changes to this part of the forecast are adjustments to reflect changes in costs for toxic
cleanup, and greenhouse gas mitigation. These adjustments are not BIPs nor are they due to
inflation.

Table S9
Summary of Projected Cash to Operations in 2011 and 2012
Rate Study Forecast Change Forecast Change

2010 2011 2011 - 2010 2012 2012 - 2011
Baseline $198.7 $198.7 $0.0 $198.7 $0.0
Inflation 0.0 4.1 4.1 8.2 4.1
Budget Reductions 0.0 (4.6) (4.6) (4.6) 0.0
BIPs 0.0 18.8 18.8 8.9 (9.9)
Techical Adjustment (BIPs) 0.0 29 2.9 4.9 2.0
Toxic Cleanup, Net of Accruals 3.1 5.6 2.5 1.5 (4.1)
Green House Gas Mitigation 0.5 1.1 0.7 21 1.0
Cash to Operations $202.2 $226.6 $24.4 $219.7 ($6.9)

Cash to Rate Discounts

Cash to Rate Discounts is the cash required to fund rate discounts and other services provided to
low-income customers. Residential customers that qualify for City Light’s low-income rate
discount program receive a 60% rate discount over standard residential rates. Typically, the
amount of cash needed to supply the discount offered to low-income customers increases
proportionately with rates. However, the difference is disproportionately small ($0.1 million)
between 2010 and 2011 due to a correction associated with migrating from the legacy Financial
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Planning Model used to perform the 2010 Rate Study to Ul Planner, the model used for this
study. Rate discounts are projected to increase proportionately with rates between 2011 and
2012, by $0.5 million.

Cash to Uncollectable Revenue

Cash to Uncollectable Revenue is projected at $6.0 million for 2011 and $6.3 million for 2012.
Uncollectable revenue is projected to remain stable at around 0.9% of revenue from energy sales
to retail customers, equivalent to its average level over the past three years. It is projected to
increase slightly in 2011and 2012 over the 2010 Rate Study amount, commensurate with the
overall retail revenue increase.

Cash to State Taxes and Franchise Payments

Cash to State taxes, franchise payments, and contractual payments to local governments in lieu
of taxes are projected to be $2.1 million higher than the 2010 Rate Study amount for 2011, and
an additional $1.3 million higher for 2012. The increase is primarily State tax payments, which
increase proportionately with the higher retail revenue from new rates. Per City Charter, City
taxes are available for debt service payments and therefore are not counted as an expense for
purposes of calculating the revenue requirement.

Cash to Rate Stabilization Account

Cash to the Rate Stabilization Account (RSA) is the cash that is transferred from the operating
account into the RSA account. Funds that are transferred to the RSA will be recorded as
deferred revenue so they will available for debt service coverage when they are withdrawn later
to supplement lower than planned wholesale revenue. Cash to the RSA includes RSA surcharge
revenue net of taxes and all other cash transfers. In 2011 the Cash to the RSA is projected to be
$32.5 million, which is the amount needed in 2011 to reach the $100 million target, plus interest
earnings. This amount is made up of $10.6 million in surcharge revenue (net of taxes) with the
remainder being attributed to cash from the 2010 bond refinancing savings, plus interest earnings
of about $1.4 million. Assuming all revenues and expenses are realized as projected, the RSA
will to reach its targeted amount by July 2011. On a planning basis, there are no expected
transfers to the RSA in 2012.

Cash to Debt Service Coverage

Cash to Debt Service Coverage for 2011 is $13.7 million lower than the amount in the 2010 Rate
Study. In May 2010, the Department completed a bond issue of $792 million, about two-thirds
of which was refunding of old debt; the remaining one-third was new money. Debt structuring
moved the bulk of the refinancing savings into 2010 and 2011, which contributed to a large
reduction in debt service coverage needs for 2011. This is why debt service is lower in 2011
than in the 2010 Rate Study, even though the Department’s debt level has increased. Since there
are little offsetting refunding savings in 2012, debt service coverage requirements are projected
to increase substantially between 2011 and 2012, by $54.8 million. Increases to debt service
stem from the 2010 bond issue, as well as projected debt issues of $210 million in early 2011 and
$200 million in early 2012.
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Chapter 1 - Cash from Retail Power Sales before Discounts

Cash from Retail Power Sales before Discounts for 2011 and 2012 is the primary subject of
this RRA and is the cash that the Department will receive from

- Energy Charges ($ per kwh) applied to the energy used by Retail Customers
- Capacity Charges ($ per kW) applied to the capacity used by Retail Customers
- Base Service Charges ($ per day) applied to the number of Residential Retail Customers.

Cash from Retail Power Sales before Discounts is the amount of operating cash required, in
addition to operating cash from wholesale power sales and all other sources, to cover expenses
and meet financial targets specified in the Department’s financial policies. The total of this item
for 2011 is $651.5 million and for 2012 is $699.2 million (see Table S1 in the Summary chapter
and Table 1.1 in this chapter). These are the revenue requirements for each year. This total
reflects the proposed $2.85 per MWh Base Rate Change effective January 1, 2011 and $2.91 per
MWh Base Rate Change effective January 1, 2012 shown in Table S2 in the Summary chapter.

This line in the cash flow does not include discounts given to low income customers. See
Chapter 6 for more detail about the Low Income Assistance Program.

Retail charges are differentiated by service area and by rate class. The service areas are:
- City of Seattle Downtown Network

City of Seattle Outside of the Downtown Network

City of Tukwila

City of Shoreline

City of Burien

Suburban Areas Outside of Seattle, Tukwila, Shoreline, and Burien

The rate classes are:

- Residential Service (Regular)
Residential Service (Assisted)
Small General Service
Medium General Service
Large General Service
High Demand General Service
Street and Flood Lights

City Light maintains a revenue file with monthly historical and forecasted values for energy
used, peak capacity used, and customer counts by service area and rate class for years 1990 to
2021. For forecast years, these quantities are applied to the retail charges entered or calculated
for these years to arrive at the forecast of Cash from Retail Power Sales before Discounts.

The dollar value of Cash from Retail Power Sales listed for any given year is the cash that will
be received from energy, capacity and customer charges that year. Meters are read after the
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energy and capacity are used. Bills are sent out after the meters have been read. The cash comes
in after the customers have received and paid their bills. As a result there is a significant lag
between the time the cash is earned and the time it is received. Part of the cash earned in one
year will be received the next year. Part of the cash received one year will have been earned the
prior year. The cash earned in a year is counted as available for debt service coverage that year.
The lag in cash flow is accounted for in “Cash to All Other Purposes” in the calculation of “Cash
from Operations”.

Table 1.1 shows the Cash from Retail Power Sales before Discounts, Energy Delivered to Retail
Customers and Average Cash Received per MWh Delivered in total and for each Rate Class, as
well as Cash to Rate Discounts and Cash from Residential Service (Assisted) after Discounts.

In general, most of the discussion in the remainder of this RRA compares the proposed 2011-
2012 results with the values for 2010 in the 2010 Rate Study. These comparisons are useful in
explaining changes since the last rate case, but they differ from the information provided in the
Summary to explain the immediate effect of the 2011-2012 revenue requirements on currently
existing rates.

The values shown for 2011 and 2012 in Table 1.1 are from the 2011-2012 Rate Study. They
include all of the rate changes which have been made or are expected to be made before the end
of 2012. These® include:

« $0.30 per MWh BPA pass-through effective October 1, 2010 (0.5% increase)

« $2.85 per MWh Base Rate Change effective January 1, 2011 (4.3% increase)

o $1.20 per MWh BPA pass-through effective October 1, 2011 (1.7% increase)

e $2.91 per MWh Base Rate Change effective January 1, 2012 (4.2% increase)

« 4.5% surcharge to fund a Rate Stabilization Account (RSA) effective May 1, 2010,
decreasing to 3% on April 1, 2011 and ending on June 30, 2011, when the RSA is
expected to be fully funded. The RSA is described in more detail in Chapter 9 and
Appendix 2.

Note that two of these changes are associated with the automatic BPA pass-through and are not
associated with the revenue requirement increase proposed by the Department in this rate case.

As shown in Table 1.1 the annual average rates for 2011 and 2012 are forecast to be $69.17 per
MWh (or 6.917 cents/kWh) and $72.95 per MWh (or 7.295 cents/kWh), respectively. These
annual average rates include the pass-through of increases in BPA costs starting October 1, 2010
and October 1, 2011.

A few observations can be made about entries in Table 1.1.
Comparing the 2011 forecast with values for 2010 in the 2010 Rate Study we see only a small

increase in total sales (about 32,000 MWh). Slowness in economic recovery is expected to
produce some small increases for some classes (Small and Large General Service) yet decreases

¥ See Table S2 in the Summary chapter for these numbers.
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for others (Residential, Medium General Service and High Demand). This variability reflects the
expected unevenness of the local economic recovery.

Energy sales are forecasted to grow faster during 2011-2012 than during 2010-2011 because the
economic recovery is expected to be further advanced. Comparing 2011 and 2012 forecasted
values we see that Sales to Residential Customers are up by about 20,000 MWh, Sales to Small
General Service Customers are up by about 31,000 MWh and Sales to other General Service
Customers are up about 113,000 MWh. Total Energy Sales are up by about 165,000 MWh.

Retail charges for low income customers are discounted by about 60%. The cash not received as
a result of these discounts is considered “Cash to Rate Discounts.” The value of these discounts
and the “Cash from Residential Service (Assisted) after Discounts” and the “Residential Service
(Assisted) Average Rate after Discounts” are shown on the bottom of Table 1.1.

Table 1.1
Cash from Retail Power Sales before Discounts
Rate Study Forecast Change Forecast Change

2010 2011 2011 - 2010 2012 2012 - 2011
Cash from Retail Power Sales before Discounts $614,776,081  $651,516,246  $36,740,165 $699,234,056  $47,717,811
Residential Service (Regular) 210,798,868 221,560,383 10,761,515 235,532,700 13,972,317
Residential Service (Assisted) 10,785,251 11,196,032 410,781 11,945,887 749,855
Small General Service 75,802,555 81,138,262 5,335,707 87,899,391 6,761,128
Medium General Service 144,682,683 151,525,315 6,842,632 163,951,099 12,425,784
Large General Service 93,833,516 103,873,873 10,040,357 111,967,924 8,094,051
High Demand General Service 65,772,490 68,424,176 2,651,686 73,291,143 4,866,967
Street and Flood Lights 13,100,718 13,798,204 697,486 14,645,913 847,709
Energy Delivered to Retail Customers (MWh) 9,387,586 9,419,707 32,121 9,584,676 164,969
Residential Service (Regular) 2,801,515 2,790,337 (11,178) 2,809,523 19,185
Residential Service (Assisted) 142,711 143,443 732 144,776 1,333
Small General Service 1,174,544 1,190,709 16,165 1,221,940 31,231
Medium General Service 2,388,381 2,362,283 (26,098) 2,421,953 59,671
Large General Service 1,542,401 1,612,936 70,535 1,646,982 34,046
High Demand General Service 1,243,119 1,225,081 (18,038) 1,244,329 19,248
Street and Flood Lights 94,915 94,919 4 95,173 254
Average Cash Received per MWh Delivered $65.49 $69.17 $3.68 $72.95 $3.79
Residential Service (Regular) 75.24 79.40 4.16 83.83 4.43
Residential Service (Assisted) 75.57 78.05 2.48 82.51 4.46
Small General Service 64.54 68.14 3.60 71.93 3.79
Medium General Service 60.58 64.14 3.57 67.69 3.55
Large General Service 60.84 64.40 3.56 67.98 3.58
High Demand General Service 52.91 55.85 2.94 58.90 3.05
Street and Flood Lights 138.03 145.37 7.34 153.89 8.52
Cash to Rate Discounts $6,464,538 $6,581,448 $116,910 $7,064,615 $483,167
Rate Discounts ($/MWh) $45.30 $45.88 $0.58 $48.80 $2.91
Rate Discounts (%) 60% 60% 0% 60% 0%
Cash from Residential Service (Assisted) after Discounts $4,320,713 $4,614,584 $293,871 $4,881,272 $266,689
Residential Service (Assisted) Avg Rate after Discounts $30.28 $32.17 $1.89 $33.72 $1.55
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Chapter 2 - Cash from Wholesale Power Sales, Net

Cash from Wholesale Power Sales, Net is the cash derived from the sale of power that is surplus
over system load and other obligations. This amount is also commonly referred to as net
wholesale revenue. Following the 2000-2001 energy crisis, the Department moved to acquire
energy resources at a level significantly exceeding that needed to meet retail demand under
normal circumstances. The reasons for this were twofold. First, having excess supply is prudent
given that the Department’s resources are primarily hydroelectric. This excess provides
insurance against the uncertainty of hydro conditions so that even under dry scenarios, the
Department’s reliance on the wholesale market is limited. Second, given the low cost of hydro
power, sales of surplus energy provide a valuable source of revenue for the Department, which
helps reduce the retail customer revenue requirement.

About 90% of City Light’s power comes from hydroelectric resources. In an average year, City
Light’s resources produce approximately three million MWh more power than needed to serve
customers. However, hydroelectric resource production can vary greatly depending on
precipitation and snowpack conditions. City Light could, potentially, have 50% more power
than needed, or have almost no surplus in a given year. Net wholesale revenue is the product of
net surplus energy and market prices, and the market price of energy is also uncertain and can
vary greatly. As a result, actual net wholesale revenue is a very difficult amount to pinpoint.
(For a full discussion of the Department’s forecast of net wholesale revenue, please see
Appendix 3)

Despite efforts to develop robust and accurate hydro generation and revenue forecasts, City Light
has often over-estimated net wholesale revenue in recent years. A major culprit has been poor
hydro production; the Pacific Northwest has experienced above-average hydro runoff in only two
of the years in the last decade. Models to estimate hydro production utilize water records over
the past 60-70 years with expected hydro production tending to reflect average water conditions
in those years.

Price volatility is also an issue in projecting net wholesale revenue, as seen in the recent
economic downturn which contributed to a large reduction in energy prices and wholesale
revenues. Both 2009 and 2010, to date, suffered from large wholesale revenue shortfalls (over
50% from budget) because of low prices and poor water conditions, which forced City Light to
adopt both difficult spending reductions and retail rate increases.

In response to the volatility of net wholesale revenue observed in recent years, the City Council
established, by Ordinance 12360, the Rate Stabilization Account (RSA) in March 2010. The
purpose of the RSA is to offset uncertainty in wholesale revenue. A baseline amount for net
wholesale revenue is used to set rates for the coming year(s). If the actual amount is lower, the
difference is withdrawn from the RSA and if actual wholesale revenue is above the baseline, the
difference is added to the RSA. If the RSA balance falls below $90 million, an automatic
surcharge will be imposed until the RSA amount reaches its target size of $100 million. The
RSA has provisions for additional surcharge rate increases as the RSA balance decreases.
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The RSA legislation specifies that the baseline for net wholesale revenue shall be the simple
average of such revenue from year 2002 through the last year for which there is complete
information “unless, after consideration of additional information, the City Council determines
that a different methodology is warranted.” For the complete years 2002-2009, the calculated
amount of net wholesale revenue is $110.5 million. However, this 2011-2012 Revenue
Requirements Analysis is establishing revenue requirements and retail rates for a two year period
when the last year before the start of the new rates is anticipated to have significantly lower net
wholesale revenue than any year since 2002. Thus, in City Light’s judgment, the value to use in
projecting net wholesale revenue for 2012 should include the current best estimate of net
wholesale revenue in the current year. Including a preliminary value for 2010 (April 30, 2010
forecast) reduced the initial estimate of net wholesale revenue to $102.1 million. The derivation
of the averages is shown in the table below.

Actual Net Wholesale Revenue ($M)

2002 $ 89.6

2003 $113.4

2004 $113.6

2005 $ 874

2006 $140.1

2007 $137.3

2008 $134.4

2009 $ 68.2

2010 Estimate $ 35.0
2002-2009 Average $ 1105
2002-2010 Average $ 102.1

As of April 30, 2010 (approximate starting date of the 2011-2012 budget development), applying
the same forecast methodology used for the previous RRA with current surplus energy and
market prices returned estimates of net wholesale revenue for 2011 and 2012 that were within $1
million of the estimates yielded by the historical averages. This result did not support advocating
for a different baseline assumption than the amount derived using the RSA legislation’s
stipulated process, as modified by the inclusion of the estimate of 2010 net wholesale revenue.

For 2011 and 2012, City Light estimates Net Wholesale Revenue as specified in RSA legislation
even though, as of the date of this RRA, the Department’s forecast is currently tracking slightly
lower than the historical averages.

Table 2.1 is derived from data used in the Department’s net wholesale revenue model. The table

presents data on major factors affecting net wholesale revenue, and shows that Cash from
Wholesale Power Sales, Net is projected to decrease between 2010 and 2011-2012. The

20



projections of $110.5 million and $102.1 million for 2011 and for 2012, respectively, are both
lower than the $120.0 million assumed in the 2010 Rate Study. *

Looking toward future rate cases, simple averages of net wholesale revenues since 2002, as
outlined by the RSA ordinance, may not necessarily be the best estimate of those revenues for
setting rates. There may be a possibility that a revision to the Department’s model would
produce better or more reasonable estimates of net wholesale revenue that would be acceptable
to the Council. The thinking behind this possibility is that the current version of the
Department’s model bases its estimate of net wholesale revenue on average or expected water
conditions.

Neighboring utilities Tacoma Power and Snohomish PUD use a rate forecast that assumes hydro
production at approximately the 70-80% confidence level, which provides a higher degree of
confidence of exceeding this value than the assumption City Light uses. Consequently, there is
precedent for choosing a higher confidence level in estimating the amount of net wholesale
revenue to use in budgets and rate setting. However, there are real implications of changing to
this more conservative confidence level and those implications would suggest not adopting this
revision at this time. Adopting the suggestion now would reduce net wholesale revenue which
would require either spending reductions or higher rates at a time when both the Department and
customers’ budgets are already strained. If the wholesale revenue forecast were set around the
70-80% confidence level this would be a $40-50 million reduction over the expected value
forecast. This would translate to a base rate increase of roughly 5-7%. City Light and the
Council can explore the possibility to adopt this more conservative net wholesale revenue
estimate gradually over several years, or this possibility might be considered as part of the next
rate review process.

* Note that the 2010 Rate Review projected net wholesale revenue at nearly $120 million whereas the current best
estimate (September 17, 2010) for 2010 is $54.5 million. These swings depict how sharply and how rapidly
estimates of net wholesale revenue can change.
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Table 2.1
Values of Some Major Factors Affecting Cash from Wholesale Power Sales, Net

Rate Study Forecast Change Forecast Change
2010 2011 2011 - 2010 2012 2012 - 2011
Uses of Power
MWh of Electric Energy to Loads 14,633,136 14,507,578 (125,558) 13,984,440 (523,138)
Seattle System Load 9,919,004 10,013,905 94,901 10,188,947 175,042
Pend Oreille County 370,022 370,022 0 371,036 1,014
Encroachment 40,166 40,166 0 40,272 106
Energy Exchanges 383,561 383,927 366 90,580 (293,347)
Power Market for Losses 76,318 157,048 80,730 157,490 442
Power Market 3,844,065 3,542,510 (301,555) 3,136,116 (406,394)
Sources of Power
MWh of Electric Energy from Resources 14,367,371 14,507,578 140,207 13,984,440 (523,138)
City Light Resources 6,271,819 6,373,907 102,088 6,416,588 42,681
Ross 751,587 768,691 17,104 771,538 2,846
Diablo 736,219 749,796 13,577 750,698 903
Gorge 883,690 904,163 20,473 906,155 1,991
Boundary 3,759,711 3,810,504 50,793 3,847,410 36,906
South Fork Tolt 53,829 53,829 0 53,829 0
Cedar Falls+Newhalem 86,783 86,923 140 86,958 35
Long Term Contracts 7,299,453 7,245,277 (54,176) 6,648,439 (596,838)
BPA, Slice+Block 5,639,596 5,371,760 (267,836) 4,989,668 (382,093)
High Ross 310,246 310,246 0 310,246 0
Lucky Peak 292,981 293,347 366 293,622 276
GCPHA 239,763 240,034 271 240,034 0
Priest Rapids 228,414 173,833 (54,581) 174,921 1,088
Wind Resources 402,844 371,144 (31,700) 372,167 1,023
SPI 26,280 26,280 0 26,352 72
Columbia Ridge 50,633 50,633 (0) 50,772 139
Energy Exchanges 108,696 376,000 267,304 129,657 (246,343)
Renewable Resource Acquisition 0 32,000 32,000 61,000 29,000
Spot Market Purchases
Power Market 796,099 888,394 92,295 919,413 31,019
Cash from Wholesale Power Sales, Net $119,973,371 $110,500,000 ($9,473,371) $102,100,000 ($8,400,000)
MWh of Energy to Wholesales Power Sales, Net 3,047,966 2,654,116 (393,850) 2,216,703 (437,413)
Dollars per MWH of Energy to Power Market $39.36 $41.63 $2.27 $46.06 $4.43
Dollars per MMBTU of Natural Gas $5.34 $4.55 ($0.79) $6.33 $1.78
Ratio of Electric Energy Price to Natural Gas Price 7.37 9.14 1.77 7.27 (1.87)
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Chapter 3 - Cash from All Other Sources

In addition to revenue from retail and wholesale power sales, City Light receives operating cash
from other sources such as long-term power contracts, revenue from transmission and power-
related services, investment income and other fees and charges. This group of revenues
comprises the category called Cash from All Other Sources and as displayed in Table 3.1 is
projected to be about $70 million in both 2011 and 2012, the same level as in the 2010 Rate
Study.

Table 3.1
Cash from All Other Sources
Rate Study Forecast Change Forecast Change
2010 2011 2011 - 2010 2012 2012 - 2011
Power Contracts $22,344,800 $21,206,939 ($1,137,861) $20,603,174 ($603,765)
Power Marketing, Net 16,960,718 15,207,751 (1,752,967) 8,202,745 (7,005,006)
Other Sources 31,124,641 34,413,871 3,289,230 41,359,580 6,945,709
Cash from All Other Sources $70,430,159 $70,828,561 $398,401 $70,165,499 ($663,062)
Article 49 Sales to PO County 1,763,888 1,696,984 (66,904) 1,738,071 41,087
Seattle Share of Priest Rapids Revenue 8,590,472 8,200,000 (390,472) 9,500,000 1,300,000
BPA Credit for South Fork Tolt 3,521,368 3,462,462 (58,906) 3,382,347 (80,115)
BPA Conservation & Renewables Credit 2,486,316 1,864,737 (621,579) 0 (1,864,737)
BPA Residential Exchange Credit 5,982,756 5,982,756 0 5,982,756 0
Cash from Power Contracts $22,344,800 $21,206,939 ($1,137,861) $20,603,174 ($603,765)
Transmission Services 6,579,411 2,189,204 (4,390,207) 2,231,471 42,267
Basis Sales, Net 1,500,000 1,094,400 (405,600) 1,115,016 20,616
Other Services, Net 8,881,307 11,924,147 3,042,839 4,856,258 (7,067,889)
Cash from Power Marketing, Net $16,960,718 $15,207,751 ($1,752,967) $8,202,745 ($7,005,006)
Other Revenue 20,359,082 21,813,381 1,454,299 22,242,537 429,156
Investments 4,414,213 4,427,862 13,649 10,372,915 5,945,053
Sale of Property 1,725,097 2,546,256 821,159 2,250,000 (296,256)
Suburban Undergrounding 621,676 691,417 69,741 924,094 232,677
Operating Fees and Grants 710,000 300,000 (410,000) 115,000 (185,000)
Distribution Capacity Charge 199,702 204,309 4,607 208,899 4,590
Green Power Programs 1,082,095 2,520,000 1,437,905 3,130,000 610,000
Power Factor Charges 2,612,936 2,525,406 (87,530) 2,745,629 220,223
LESS
Credits for Transformation 333,658 341,956 8,298 350,236 8,280
Emergency Low-Income Assistance Program 266,502 272,805 6,303 279,258 6,453
Cash from Other Sources $31,124,641 $34,413,871 $3,289,230 $41,359,580 $6,945,709

As displayed in Table 3.1, Cash from All Other Sources can be divided into three sub-categories:
Cash from Power Contracts, Cash from Power Marketing, Net and Cash from Other Sources.
This section provides a description of each sub-category and its projected changes between 2010
and 2011, and between 2011 and 2012.

3.1 Cash from Power Contracts

Cash from Power Contracts is projected to decrease by $1.1 million from the 2010 forecast to
$21.2 million in 2011 and decrease by another $0.6 million from 2011 to $20.6 million in 2012.
Most of this decrease is due to the reduced BPA Conservation and Renewables Credit.

23



3.1.1 Article 49 Sales to Pend Oreille County

Part of Boundary Dam output is sold to the county in which it is located, Pend Oreille County.
According to Article 49 of the original license issued by the Federal Energy Regulatory
Commission (FERC) for the Boundary Project, part of the generation at this site must be made
available to Pend Oreille County Public Utility District (PUD) No. 1 to meet its load growth.
Pend Oreille County PUD has been withdrawing the maximum amount of about 42.2 average
MW per year since 2006. This withdrawal is expected to continue in 2011 and 2012. The sales
revenue is projected to be about $1.7 million in 2011 and slightly over $1.7 million in 2012. The
2010 Rate Study forecasted this revenue to be around $1.8 million, which is $0.1 million higher
than forecast for 2011. The reason for the difference is that the 2010 forecast was extrapolated
from 2009 actual historical revenue that included true-up revenue for 2008, whereas forecasts for
2011 and 2012 do not include prior year true-up revenue.

3.1.2 Seattle Share of Priest Rapids Revenue

On November 1, 2005, in compliance with a 1998 FERC ruling, 30 percent of the output of the
Priest Rapids Project was offered for sale pursuant to market-based principles to entities in the
seven-state northwest region. Under the terms of contracts entered into with Grant County PUD
in 2002, the Department contracted to receive a share of the profits derived from the sale of the
30 percent share of Priest Rapids’ output starting in November 2009. The sale includes outputs
from both Priest Rapids and Wanapum dams. City Light projects that it will receive $8.2 million
in revenues from the Priest Rapids project in 2011 and $9.5 million in 2012. 2011 projected
revenue is slightly lower than the amount forecast in the 2010 Rate Study because of lower
prices. In 2012, Grant County PUD will be taking more energy from the Priest Rapids project to
meet its own load, reducing the amount available for sale, but projected 2012 revenue is higher
by $1.3 million in spite of the anticipated reduction in the volume of output for sale because of
expectations that prices will go up.

3.1.3 BPA Credit for South Fork Tolt

BPA reimburses Seattle City Light for developing a power generation facility on the South Fork
of the Tolt River. The South Fork of the Tolt Project came on line in November 1995. This
project uses the hydroelectric potential of the Seattle Water Department municipal water supply
dam, located northeast of Carnation, WA. Under expected water conditions it provides 8.1
average MW. The credit is calculated based on a BPA rate impact test that subtracts the cost of
buying power and transmission services from BPA from the cost of developing a new resource
which is called the alternative resource cost (AC). The estimate of the cost of buying power
from BPA for this purpose is projected to rise nearly 5.5% between 2011 and 2012. The
alternative cost is estimated by BPA and stipulated in advance. The AC for 2011 is $96.70 per
MWh and is $97.30 per MWh for 2012, an increase of 0.6%. The total credit is projected to
decrease by about $59,000 between 2010 and 2011 and decrease by about $80,000 between 2011
and 2012.
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3.1.4 BPA Conservation & Renewables Credit

BPA currently provides a Conservation and Renewables Rate Credit to City Light. The Utility
claims this credit by reporting qualifying activities to BPA. These activities can be investments
in conservation, donations to certain conservation organizations or purchases of renewable
resources. BPA calculates the credit amount based on City Light’s BPA Slice and Block
purchases. City Light’s monthly credit was calculated by dividing Seattle’s Fiscal Year 2010-
2011 total qualifying purchases (kWh) by 24 months and multiplying the result by 0.50
mills/kWh. The annual amount was determined by multiplying the rounded monthly credit by
12 months. The Conservation Rate Credit was $2.5 million in 2010. Currently City Light
expects to receive this credit through September 2011, and that it will amount to $1.9 million in
2011, a decrease of $0.6 million from the 2010 forecast. The current credit ends in September
2011 with the end of the existing BPA power contract and any subsequent credit will be
recognized only if such a credit can be negotiated with BPA.

3.1.5 BPA Residential Exchange Credit

BPA reimburses City Light and other public utilities for overpayment in prior years of charges

related to BPA'’s Residential Exchange program with investor-owned utilities. City Light began
receiving these credits in 2008 and expects to continue receiving them through September 2015.
The payments in 2011 and 2012 are projected to remain the same as in 2010, about $6.0 million.

3.2  Cash from Power Marketing, Net

City Light generates revenue from basis sales (see definition below), capacity sales and other
power-related services. Cash from power marketing activities projected in 2011 is $15.2 million,
a decrease of $1.8 million from the 2010 Rate Study. It is forecast to continue to decrease in 2012
by $7.0 million, to $8.2 million. Reasons for the decrease include lower revenues from
transmission services and basis trades in 2011. In 2012, revenue from Green Tag sales drops off,
since these must be retained to meet the 1-937 3% renewable portfolio standard, which goes into
effect that year. In addition, 2012 revenues are also lower because of lower projected capacity
sales and no assumed premium revenues from a Lucky Peak exchange sale.

3.2.1 Transmission Services

Under its Point-to-Point (PTP) transmission service agreement with BPA and others, City Light
is permitted to market its unused transmission capacity. The revenue from this source has been
quite variable over the years because it depends on both City Light’s transmission surplus and its
marketing effort. In addition, City Light has a group of contracts with Snohomish County PUD
(SNOPUD) for North Mountain Substation that reimburse City Light for O&M expenditures for
the substation and transmission of power to SNOPUD over City Light’s Skagit Transmission
Lines. Cash from Transmission Services is forecasted to be about $2.2 million in both 2011 and
2012. This is a decrease of $4.4 million from the revenue amount forecasted in the 2010 Rate
Study. $2.0 million of this difference is due to an assumption for additional revenue from
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monetizing excess transmission capacity in 2010 that was not continued in 2011 or 2012.
However, the Department continues to look for opportunities to optimize the value of its
transmission assets. The rest of the decrease is explained by the change in BPA rules regarding
how its customers are allowed to resell their excess PTP transmission. Prior to the new rules,
City Light charged rates to its counterparties that included BPA’s charges for the cost of losses
and reserves. The new rules allow those BPA costs to be assigned directly to the counterparties.
Hence, City Light charges lower rates to the counterparties and, therefore, revenues are forecast
to decline.

3.2.2 Basis Sales

Basis trades are paired, simultaneous power purchase and sale transactions at different locations
that take advantage of the difference in market value of energy at two locations (e.g., Mid-
Columbia and California/Oregon border [or COB]). These types of trades may occur at any
location where City Light has access to transmission services. Basis sales, net of purchases, are
projected to be about $1.1 million in both 2011 and 2012. These forecasts are based on sales in
2009 and drier than normal hydro conditions in the last several years. The forecasts of basis
sales are, therefore, about $0.4 million lower than were expected for 2010.

3.2.3 Other Services

Cash from other services is a net total that includes revenues from sales of capacity, Green Tags,
and reserve energy. Capacity sales include reserve capacity sales and general capacity sales.
City Light sells the right to purchase reserve capacity to utilities, power marketers and other
entities that purchase power from BPA, enabling them to meet their required reserves (i.e., the
requirement that a utility have capacity at its disposal that exceeds its expected peak demand by a
certain percentage). City Light also sells energy to counterparties who have the choice of
determining the amount and timing of delivery; these are called “capacity sales.”

Cash from other services is projected to be $11.9 million in 2011, about $3.0 million higher than
the amount forecasted in the 2010 Rate Study. The increase is mostly due to inflation in prices of
services sold and lower expenditures for other services that are purchased in 2011. However,
this revenue is forecast to substantially decline in 2012, to $4.9 million. This $7.0 million
decrease is due to several factors. First, according to Washington’s Renewable Portfolio
Standard Initiative 937 (1-937) City Light is required to serve 3% of retail load with eligible
renewable resources and/or equivalent renewable energy credits (RECs) by January 1, 2012.
Thus, to comply with the 1-937 requirement in 2012, the Department will keep most of the
energy generated by renewable resources instead of selling it to other entities like it has been
doing in the past. This action is projected to reduce Green Tag sales revenue from $4.0 million in
2011 to $0.6 million in 2012. Second, capacity sales are projected to decline by $2.4 million
between 2011 and 2012. Lastly, the current forecast assumes sale of the Lucky peak output in
2011 for $1.5 million but no sale in 2012.
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3.3 Cash from Other Sources

Cash from other sources is projected to total $34.4 million in 2011 and $41.4 million in 2012.
Compared to 2010, revenues from other sources are forecast to be $3.3 million higher in 2011
and increase by another $6.9 million in 2012. This sub-category includes cash from a variety of
sources such as sales of property, investment income, operating fees and grants.

3.3.1 Other Revenue

Other revenue comprises income the Department earns from fees and charges for a variety of
services. These sources of income offset revenue requirements and reduce the amount of
revenue collected from rates. As displayed in Table 3.2 this other revenue is projected to be
$21.8 million in 2011 and $22.2 million in 2012. Descriptions of each of the items that comprise
the other revenue category and their forecasted changes are provided below.

Table 3.2
Cash from Other Revenue
Rate Study Forecast Change Forecast Change
2010 2011 2011 - 2010 2012 2012 - 2011
Late Payment Fees 3,622,266 3,706,548 84,282 3,794,205 87,657
Revenue From Damage 1,533,540 1,564,569 31,029 1,596,840 32,271
Other O&M Revenue 6,619,630 5,374,846 (1,244,784) 5,501,958 127,112
Rental Income 1,444,043 1,477,643 33,600 1,512,589 34,946
Transmission Attachments & Cell Sites 2,865,433 2,719,612 (145,821) 2,749,843 30,231
Class 1 Pole Attachments 1,366,381 1,400,339 33,958 1,434,232 33,893
Class 2 Pole Attachments 0 624,054 624,054 639,158 15,104
Account Change Fee 1,448,010 1,455,656 7,646 1,492,047 36,391
Reduced Current Diversion 2,106,000 2,106,000 0 2,106,000 0
Miscellaneous Income (646,222) 1,384,114 2,030,336 1,415,665 31,551
Total $20,359,082 $21,813,381 $1,454,299 $22,242,537 $429,156

o Late Payment Fees

Delinquent customer balances of $75 or more are assessed the greater of $10 or 1% per
month. Revenue from these fees varies with rates and economic conditions over time. Late
payment fees are expected to increase from $3.6 million in the 2010 Rate Study to $3.7
million in 2011 and to $3.8 million in 2012

e Revenue from Damage

The Department bills those responsible for damage to its property and equipment, such as
damage to streetlight poles, vaults, ducts, etc., for any repairs required to restore the
functionality of the property or equipment. Prior to 2000, these billings were recorded as
offsets to expense for property and equipment maintenance. Since that time, they have been
recorded as a source of operating revenue due to changes in accounting rules that require
greater use of gross accounting for most revenues and expenses. In the 2010 Rate Study
revenue from damage to property and equipment was forecasted to be about $1.5 million. It
is projected to increase by about $30,000 annually in 2011 and 2012, reflecting the assumed
impact of inflation on repair costs.
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e Other O&M Revenue

These revenues encompass income earned from a very broad range of billable O&M charges,
including charges for inspections of meters and other technical equipment, building
maintenance charges and recreational charges such as those for Skagit tours. In 2010 these
revenues were forecasted to be $6.6 million. However, they are now being projected to
decline to $5.4 million in 2011 and $5.5 million in 2012. Due to budget constraints resulting
from the economic recession the Department has scaled back on maintenance. The scope and
frequency of Skagit tours are also under review at this time.

e Rental Income

Rental income is derived from rental of City Light property including underground ducts and
vaults, housing units at the Skagit project, and transmission and distribution rights-of-way.
Property rental income is expected to increase by $30,000 in 2011, compared to the amount
in the 2010 Rate Study, and another $30,000 in 2012, based on the assumption that these
rental charges will gradually increase in order to keep pace with inflation. There is
additional miscellaneous rental income forecasted to be around $0.2 million in both 2011
and 2012, which is about the same level as it was in the 2010 Rate Study, rising about $4,000
each year. Total rental income, therefore, is expected to increase approximately $34-
$35,000 each year.

e Transmission Attachments and Cell Sites

Revenues from rentals for transmission attachments and cellular sites are forecasted to be
$2.7 million in 2011 and $2.8 million in 2012. This is a decrease from $2.9 million forecasted
for 2010. The decrease is explained by an expected slow recovery in the local economy.

o Pole Attachments

Ordinance 119395, passed in March 1999, allows City Light to charge two different rates for
pole attachments. Attachments billed at the traditional cost-based rates are called Class 1
attachments and Class 2 attachments are billed at a market-based rate. Class 1 attachments
typically consist of television or computer cable strung pole-to-pole. Class 2 attachments are
defined as “non-linear, nonwire line devices, related to advanced and competitive
communication technologies, such as wireless communication antennas and remote-site
cameras.” Table 3.2 shows revenue collected from both types of attachments, which is
forecasted to increase by about $0.7 million in 2011 over the 2010 Rate Study amount due to
the growth in the number of attachments. Revenues are expected to increase with the rate of
inflation between 2011 and 2012.

e Account Change Fee

City Light charges a fee when customers open an account. Account service revenues are
estimated using a forecast of the number of account changes and the projected fees charged
for changing an account. A fee increase was implemented in 2009. These revenues are
projected to increase by a little over $7,600 in 2011 over the amount forecasted in the 2010
Rate Study and by another $36,000 between 2011 and 2012 due to growth in the number of
accounts.
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e Reduced Current Diversion

These revenues include cash from curbing energy losses caused by electric current diversion
and un-permitted house re-wires. Their total is projected to be about $2.1 million in both
2011 and 2012 as in 2010.

e Miscellaneous Income

Miscellaneous income includes income, net of expenses, for non-operating property, as well
as construction charges and reconnection fees. The non-operating property expenses include
work performed on plant that is considered surplus property because it is no longer used to
generate electricity. Miscellaneous income often includes one-time receipts such as refunds
or reimbursements that can vary greatly in amount, making this a difficult revenue category
to forecast with any precision. In 2009, the Department of Finance lent City Light $2.1
million for maintenance of streetlights owned by the City by prepaying some expected
streetlight rate billings for 2010. The Department was expected to reimburse this amount in
2010, causing this portion of projected net miscellaneous income to be negative $0.9 million
for that year. Currently, this portion of miscellaneous income is forecast to be about $1.1
million in both 2011 and 2012.

Construction charges are paid by customers for City Light services during phases of
construction activity on the customer premises related to the delivery of electricity. The
Department bills customers for accounting, engineering work, and administrative overhead.
Based on recent history, construction charges are expected to be only a little bit over $10,000
in 2011 and $11,000 in 2012.

City Light charges customers for the cost of processing returned checks, making field visits
to collect on delinquent bills, and reconnecting electric service. Revenues from these sources
in 2011 and 2012 are forecasted to remain near the 2010 Rate Study level of $0.2 million.

Combining these items, therefore, indicates that the total for Miscellaneous Income is
expected to increase about $2.0 million in 2011 over the expected amount in the 2010 Rate
Study, then to increase another $30,000 in 2012. The large increase in 2011, as mentioned
above, is mostly associated with a prepayment for 2010 streetlight maintenance from the
City’s Cash Pool.

3.3.2 Investments

City Light’s investment income is projected to be $4.4 million, around the same level as in the
2010 Rate Study. It is then projected to increase by $6.0 million to $10.4 million in 2012. One of
the main reasons for the large increase in the investment income between 2011 and 2012 is the
difference in the assumed interest rates. The current forecast assumes that interest rates stay low
in 2011 and increase in 2012. Investment income also depends on the level of funds in cash
balances. These levels, in turn, vary with actual retail and wholesale sales revenues, operating
expenses, capital expenditures, contributions and grants, proceeds from the sale of bonds, and
cash reserves and minimum balances required to meet financial policies set by the City Council.
The projected investment income in 2011 includes interest earned on cash balances in the Rate
Stabilization Account (RSA). See Appendix 2 for more detail on the RSA.
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3.3.3 Sale of Property

The Department sells surplus real property. Sales of surplus property are projected to be $2.6
million in 2011 and $2.3 million in 2012. These amounts are higher than the 2010 amount
because the Department is making an attempt to sell its surplus properties more quickly and at
higher prices. The process to sell surplus properties is complicated, and can take upwards of 18
months.

3.3.4 Suburban Undergrounding

Customers in suburban franchise cities must reimburse City Light over time for undergrounding
projects carried out by City Light at the request of their suburban city governments. The
projected amount is $0.7 million for 2011 and $0.9 million for 2012.

3.3.5 Operating Fees and Grants

Operating grants are any grant funds received from Federal, State or local agencies in support of
City Light’s operating expenses. The amount of grants received and the purposes for which
grant funding is provided can vary significantly from year to year. In 2010, the Department
expected to receive $0.7 million in grants, the majority of which was a grant for toxic cleanup.
The current forecast shows that the amount of operating fees and grants is expected to decrease
to $0.3 million in 2011 and $0.1 million in 2012. The timing and amount of grants to be
received is not often known far enough in advance to make precise forecasts more than a few
months ahead of time; therefore, this forecast can change significantly as grants become
available.

3.3.6 Distribution Capacity Charge

Distribution capacity charges went into effect on January 1, 2007. City Light charges Medium,
Large and High Demand customers for reserve distribution capacity on a circuit which is
different from their normal service circuit. These charges are projected to be about $0.2 million
in 2011 and 2012, which is approximately what City Light has been collecting in previous years.
There are currently nine customers paying distribution capacity charges because they requested
that City Light reserve the additional capacity.

3.3.7 Green Power Programs

City Light receives revenues from three voluntary green power programs for residential and
business customers. The first program is called “Green Power.” Customers who pay into the
Green Power program support solar projects in Seattle. This program funds local renewable
energy demonstration projects that create awareness of renewable energy within our community,
and helps promote the local market for solar and other green technologies. The second program
is called “Green Up.” By enrolling in Green Up, customers purchase green power for a portion
of their electricity use and demonstrate their support for wind power and other new renewable
energy projects in the Northwest. Green Up customers make voluntary payments on their
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electricity bill to cover the slightly higher cost of producing and integrating renewable energy
into the Northwest grid. These funds are used to acquire Renewable Energy Credits equal to the
amount of customer demand. The third program is a new program called “Community Solar,”
the mission of which is to promote use of solar energy. This program is currently under
development and SCL has received funds from the federal government to help launch it. The
projected revenue from voluntary green power programs is about $2.5 million in 2011, an
increase of $1.5 million over the 2010 forecast, and $3.1 million in 2012, an increase of $0.6
million over the 2011 forecast. These increases are due to several factors such as people
becoming more aware of the Green Power Programs through Seattle City Light marketing
efforts, federal sponsorship, general public concern about climate change, and an expectation of
a greater public desire to mitigate global warming by substituting renewable energy sources for
non-renewable resources.

3.3.8 Power Factor Charges

Seattle City Light adds power factor charges to the bills of some commercial and industrial
customers that have a power factor that is lower than the utility standard of 0.97. Power factor is
measured as a proportion of real power to apparent power and varies in a range from 0.00 to
1.00. When customers’ average power factors are below the standard that the Utility has set, the
Utility has to provide extra reactive power to compensate for the low power factor, typically by
installing capacitors on its system. Power factor charges serve two purposes. First, in the
absence of customer-provided correction equipment, this charge compensates the Utility for the
installation of the capacitors. Second, this charge encourages customers to install their own
capacitors or other corrective equipment.

These charges are projected to slightly decrease to $2.5 million in 2011 as compared to the 2010
forecast and increase by about $0.2 million between 2011 and 2012. This difference is due to
fluctuations in customer consumption patterns over the year and the increasing number of power
factor meters installed at customer locations.

3.3.9 Credits for Transformation

City Light base rates include a charge for the cost of transformers to City Light. City Light
reimburses customers who provide their own transformers based on kW of demand. Credits for
transformation, therefore, reduce the total of Cash from Other Sources. The forecasted expense
in 2011 and 2012 is expected to be about the same level as was forecasted for 2010, about $0.3
million.

3.3.10 Emergency Low-income Assistance Program (ELIA)

City Light’s Emergency Low-Income Assistance Program (ELIA) provides assistance to pay up
to 50 percent of a customer’s delinquent bill, with a maximum of $200, for customers in crisis
situations who have received a 24-hour shut-off notice. Costs of City Light’s ELIA Program,
therefore, reduce the total of Cash from Other Sources. For more detailed information about
ELIA see Chapter 6. As in the 2010 Rate Study, the expenses are projected to be around $0.3
million annually.
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Chapter 4 - Cash to Power Contracts

4.1 Overview

Table 4.1 presents an overview of costs for purchased power from the 2010 Rate Study and the
2011-2012 Forecast.

Table 4.1
Purchased Power Contracts
Rate Study Forecast Change Forecast Change
2010 2011 2011 - 2010 2012 2012 - 2011

Bonneville Power Administration $172,418,816  $165,927,853 ($6,490,963) $163,918,111  ($2,009,742)
Wind Resources 21,163,611 21,715,106 551,495 25,215,590 3,500,484
High Ross 13,075,067 13,080,667 5,600 13,088,767 8,100
Lucky Peak 6,065,000 5,966,670 (98,330) 6,189,769 223,099
Grand Coulee 5,014,000 5,123,000 109,000 5,169,000 46,000
Priest Rapids 12,441,250 11,900,000 (541,250) 13,100,000 1,200,000
SPI Purchase 1,716,407 2,421,544 705,137 2,463,817 42,273
Renewable Resource Acquisition 0 3,520,000 3,520,000 7,027,749 3,507,749
Columbia Ridge (*) 2,870,691 2,816,200 (54,491) 2,880,300 64,100
Water for Power 9,340,263 10,485,201 1,144,938 11,028,255 543,054
Wheeling 45,159,602 39,873,009 (5,286,593) 39,210,070 (662,940)
Total Cash to Power Contracts $289,264,707 $282,829,250 ($6,435,457) $289,291,427 $6,462,177

(*) Called "IRP Resource" in 2010 Rate Study

Total costs decline by $6.4 million between what was projected as the average cost for the 2010
Rate Study and what is now projected for 2011. Purchased power costs are expected to rise by
$6.5 million in 2012 returning total purchased power costs in 2012 to nearly the same total as in
2010.

The largest contract cost reductions for 2011 are for Bonneville ($6.5 million) and wheeling
($5.3 million). The majority of the change for Bonneville is an expectation of a substantial Slice
credit, rather than an expense. Other reductions in 2011 include Priest Rapids ($0.5 million) and
Lucky Peak ($0.1 million). These reductions are offset by increases in costs for other resources,
the largest of which is $3.5 million associated with City Light’s Renewable Resource
Acquisition Plan. Additionally, fees that must be paid for land and water rights used in
production — called Water for Power — are expected to increase by $1.1 million in 2011.

Costs for power resources are expected, in general, to increase in 2012. The largest increases in
2012 compared to 2011 are for wind resources ($3.5 million), renewable resource acquisitions
($3.5 million), and Priest Rapids ($1.2 million). Costs for BPA are expected to decline about
$2.0 million and wheeling costs are expected to decline about $0.7 million in 2012. Details
follow.

4.2 Bonneville Power Administration

The Bonneville Power Administration (BPA) markets power from 30 federal hydroelectric
projects, from several non-federally-owned hydroelectric and thermal projects in the Pacific
Northwest and from various contractual rights. These resources, called the Federal System, have
a peak generating capacity of 24,080 MW and a firm energy capability of approximately 8,500
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average MW (aMW). These projects are built and operated by the United States Bureau of
Reclamation and the United States Army Corps of Engineers and are located primarily in the
Columbia River basin.

BPA is required by law to give preference to government-owned utilities and to residential
customers in the Northwest region in its wholesale power sales. City Light is one of about 130
utility and governmental customers who purchase power from BPA at cost-based wholesale
rates.

City Light’s Block and Slice Power Sales Agreement with BPA provides for purchases of power
over the ten-year period beginning October 1, 2001. Under the contract, power is delivered in
two forms: a shaped “Block” and a “Slice”. Through the Block product, power is delivered to
the Department in stipulated monthly amounts. The original contract provided for delivery of
163.8 aMW annually for the period from October 1, 2001 through September 30, 2006, and
278.2 aMW from October 1, 2006 through September 30, 2011. The amount of Block power
available to the Department has been reduced several times since the inception of the contract,
pursuant to agreements by which BPA purchases energy savings realized by the Department’s
conservation programs. The Department’s annual entitlement to Block power between
September 29, 2009, through the end of this contract on September 30, 2011, is 237.65 aMW.

Under the Slice product, the Department receives a fixed 4.6676 percent of the actual output of
the Federal System and pays the same percentage of the actual costs of the system. Payments for
the Slice product are subject to an annual true-up adjustment to reflect actual costs. Power
available under the Slice product varies with water conditions, federal generating capabilities and
fish and wildlife restoration requirements. Under the most recent estimates, energy available to
the Department through the Slice product is expected to average 406 MW under average
conditions.

City Light has signed a new contract with BPA that will follow the end of the current contract.
The new contract extends to September 30, 2028 and becomes effective October 1, 2011. City
Light chose to buy the maximum it was entitled to purchase from BPA but changed the
allocation of its purchase so that the amount of energy purchased from the Slice product declined
but the purchase from Block increased moderately. In terms of total MWH energy from average
or normal water, City Light will receive less energy from BPA under the new contract.

Table 4.2 presents a comparison of the major factors affecting BPA costs as they were projected
in the 2010 Rate Study and as they are now projected for 2011 and 2012. As noted in that table,
total costs decline about $6.5 million in calendar year 2011. There is a further decline in total
costs in 2012--about $2.0 million. The majority of the decrease in 2011 is associated with a BPA
announcement they expected to provide a Slice true-up credit, rather than an expense, for 2010
which will be booked in 2011. City Light’s share of the credit is expected to be about $5.1
million, contrasted with the $1 million typical true-up expense. The remaining decrease in BPA
expense in 2011 and the decrease in total cost for all of 2012 is associated with a decline in costs
for the smaller Slice product in the new contract. There are increases in costs for the enlarged
Block product, but those increases are smaller than the declines in the Slice costs.
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The decline in basic Slice costs is associated with reductions in the percent of total Slice output
that City Light will purchase under the new contract. City Light’s annual average share of the
Slice product’s total output declines about a quarter of a percent in 2011 based on reductions in
share in the last three months of the year and declines a further three quarters of a percent in
2012. The associated base costs decline about $4.2 million in 2011 and decline a further $12.7
million in 2012. Changes in the annual Slice true-up costs account for another reduction of $6.1
million in 2011, so that total Slice costs that year decline $10.3 million compared to the 2010
Rate Study. Slice true-up costs in 2012, though, are expected to be positive at about $0.5 million
which amounts to a $5.6 million increase over true-up adjustments in 2011. Thus, total
Bonneville costs for 2012 are expected to decline about $7.1 million compared to 2011.

Costs for power from the Block product in 2011 will be $3.8 million higher than the costs
forecasted in the 2010 Rate Study. Block energy in the last three months of 2011, governed by
the new contract with BPA, results in an increase in annual energy from the Block product in
2011 of about 20,300 MWHh (slightly less than a one percent increase in annual energy) and an
increase in annual average rates of $1.54/MWh (about a 5.2 percent increase). Consequently,
total Block costs for calendar year 2011 rise about $3.8 million (about a 6.2 percent increase).
All of calendar year 2012 is governed by the new contract so that annual energy increases
another 122,000 MWh (an increase of 5.8 percent over calendar year 2011) and average rates
rise another $0.57/MWh (an increase of 1.8 percent). Total BPA Block costs in 2012, therefore,
rise another $5.1 million (an increase of nearly 7.8 percent).

Table 4.2
Bonneville Power Administration
Rate Study Forecast Change Forecast Change

2010 2011 2011 - 2010 2012 2012 - 2011
Slice
% Ownership (1) 4.6676 4.4149 (0.2527) 3.6566 (0.7582)
Ann. Base Cost $109,923,380 $105,693,513  ($4,229,867) $93,003,912 ($12,689,601)
Ann.True-Up Adjustments 1,000,000 (5,100,000) (6,100,000) 500,000 5,600,000
Total Slice $110,923,380 $100,593,513 ($10,329,867) $93,503,912 ($7,089,601)
Block
MWh 2,081,826 2,102,085 20,259 2,224,462 122,377
Avg. Rate ($/MWh) $29.54 $31.08 $1.54 $31.65 $0.57
Total Block $61,495,436 $65,334,340 $3,838,904 $70,414,198 $5,079,859
Total BPA $172,418,816 $165,927,853  ($6,490,963) $163,918,111  ($2,009,742)

(1) Prorated for 2011 to reflect contract change

Block costs, and for that matter Slice costs, in future years will change only when BPA again
changes the rates charged or there is a change in Block purchases associated with BPA purchases
of energy savings realized by the Department’s conservation programs.

4.3 Wind Resources

An October 2001 agreement provides for City Light’s purchase of wind-generated energy and
associated environmental attributes (such as offsets or emission reduction credits) from Iberdrola
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Renewables (formerly PacifiCorp Power Marketing or PPM). City Light purchases a percentage
of the output from the Stateline Wind Project near the Columbia River in Eastern Washington
and Oregon. City Light’s share has a maximum output of 175 MW, and averages about 52 MW,
or 30% of the total capacity. The contract terms are from July 1, 2004, through December 31,
2021.

Table 4.3 shows both the power cost for Stateline and the costs for the associated integration and
exchange contract. In an integration and exchange agreement, one party takes whatever power is
produced by another party’s generator and then returns it later as a firm constant block. For City
Light, the value of this agreement is that it converts volatile, uncertain wind power from
Stateline into a known quantity delivered one month later at a local BPA hub. This alleviates the
need for additional power marketing staff to manage the real time output of the project, as well
as the need for transmission from Stateline, since City Light already has a blanket purchase of
transmission services from BPA.

As shown in Table 4.3, a small increase in cost is expected in 2011 compared to the 2010 Rate
Study, even though expected output declines that year. The large increase over 2011 in projected
costs for 2012 is due to anticipated changes to the integration and exchange contract terms that
increase the MWh covered by the agreement from 150 MW to the full 175 MW capacity of City
Light’s share of Stateline. The increase in integration costs is partially offset by a reduction in
transmission costs, which is discussed later.

Table 4.3
Wind Power Costs
Rate Study Forecast Change Forecast Change
2010 2011 2011 - 2010 2012 2012 - 2011
Wind Resources $21,163,611 $21,715,106 $551,495  $25,215,590 $3,500,484
MWh 402,844 371,144 (31,700) 372,167 1,023
Power Cost $15,712,024 $16,293,950 $581,926  $16,293,950 $0
Integration & Exch cost $5,451,587 $5,421,156 ($30,431) $8,921,640 $3,500,484
$/MWh, Power $39.00 $43.90 $4.90 $43.78 ($0.12)
$/MWh, Int & Exch $13.53 $14.61 $1.07 $23.97 $9.37
$/MWh, Total $52.54 $58.51 $5.97 $67.75 $9.24

4.4 High Ross

In 1984, an agreement was reached between the Province of British Columbia and the City under
which British Columbia provides City Light power equivalent to that which would have resulted
from an addition to the height of City Light’s Ross Dam on the Skagit River that would have
expanded the area flooded in British Columbia. The agreement was ratified through a treaty
between Canada and the United States the same year. The power is to be received for 80 years,
and delivery of power began in 1986. City Light will make annual payments to British
Columbia of $21.8 million through 2020, which represents the estimated debt service costs City
Light would have incurred had the addition been constructed. City Light also pays British
Columbia the equivalent of the Operation and Maintenance costs which would have been
incurred if the High Ross project had been built. The payments are charged to expense over a
period of 50 years through 2035. Expected expenses for this project are stable. Table 4.4
presents data from the 2010 Rate Study and the 2011-2012 Forecast.
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Table 4.4

High Ross
Rate Study Forecast Change Forecast Change
2010 2011 2011 - 2010 2012 2012 - 2011
High Ross $13,075,067 $13,080,667 $5,600  $13,088,767 $8,100
MWh 310,246 310,246 0 310,246 0
$/MWh $42.14 $42.16 $0.02 $42.19 $0.03

45  Lucky Peak

The Lucky Peak Hydroelectric Power Plant (Lucky Peak) was developed by three Idaho
irrigation districts and one Oregon irrigation district (“The Districts”). It began operation in
1988, and its Federal Energy Regulatory Commission (FERC) license expires in 2030. The plant
is located on the Boise River, approximately ten miles southeast of Boise, Idaho, at the Lucky
Peak Dam and Reservoir. The rated capability of the three generating units at the plant is 101
MW. Since generation is concentrated in the summer months, the plant has no peak capability
during City Light’s winter peak period.

City Light entered into a 50-year power purchase and sales contract in 1984 with the Districts
under which City Light will purchase all energy generated by Lucky Peak, in exchange for
payment of costs associated with the plant and royalty payments to the Districts. City Light also
signed a transmission services agreement with Idaho Power Company (Idaho Power) to provide
for transmission of power from Lucky Peak to a point of interconnection with the BPA system.

City Light has sold the actual net output of the Lucky Peak plant for the last several years. The
output has been sold, again, for calendar years 2010 and 2011. The purchaser (Cargill), in
exchange for the actual output, will deliver to City Light at the Mid-Columbia (Mid-C) trading
hub 100 MW flat in the heavy load hours (HLH) for each of the months in the first quarter and
50 MW HLH flat for the fourth quarter of the year. Additionally, the purchaser will deliver 100
MW flat in the light load hours (LLH) in the months of January and February.

No sales of Lucky Peak output for 2012 have been arranged yet, so the forecast assumes the
output is sold at market rates projected then.

City Light’s contract with the Districts calls for City Light to make annual payments for: 1)
ownership and maintenance costs, 2) royalty payments to the Districts and 3) debt service
payments. Debt service payments ended in June 2008, however; therefore, the 2010-2012
payments to the Districts only include the first two types of payments. Table 4.5 presents the
total combined cost for both of these payments in the 2010 Rate Study and the current 2011-2012
forecast.
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Table 4.5

Lucky Peak
Rate Study Forecast Change Forecast Change
2010 2011 2011 - 2010 2012 2012 - 2011
Lucky Peak $6,065,000 $5,966,676 ($98,324) $6,189,769 $223,093
MWh 292,981 293,347 366 293,622 276
$/MWh $20.70 $20.34 ($0.36) $21.08 $0.74

4.6 Grand Coulee

City Light, in conjunction with the City of Tacoma, Department of Public Utilities, Light
Division (Tacoma), has power purchase agreements with three Columbia Basin irrigation
districts for acquisition of power from five hydroelectric plants under 40-year contracts expiring
between 2022 and 2027. These plants, which utilize water released during the irrigation season,
are located along irrigation canals in Eastern Washington and have a total installed capacity of
approximately 129 MW. The plants generate power only in the summer and thus have no winter
peak capability. Plant output and costs are shared equally between the Department and Tacoma.
Total City Light costs are expected to increase by about $0.1 million in 2011 compared to cost
projections in the 2010 Rate Study primarily because of an expected small increase in operating
costs. In 2012, a further small increase in operating costs is expected.

Table 4.6
Grand Coulee
Rate Study Forecast Change Forecast Change
2010 2011 2011 - 2010 2012 2012 - 2011
Grand Coulee $5,014,000 $5,123,000 $109,000 $5,169,000 $46,000
MWh 239,763 240,034 271 240,034 0
$/MWh $20.91 $21.34 $0.43 $21.53 $0.19

4.7  Priest Rapids

Grant County (WA) Public Utility District No. 2 (Grant PUD) has two dams on the Columbia
River: Priest Rapids and Wanapum. Jointly, the two dams are referred to as “WAPR.” Grant
PUD sold shares of some of the output of those dams to other utilities. Priest Rapids was
developed first and City Light had a contract from its initial on-line date to purchase eight
percent of the output of that facility. City Light did not enter into a contract to take power,
initially, from the Wanapum dam when it came on-line. Both dams have had to go through a
relicensing process in recent years with FERC. The original collection of utilities that had
purchased output from these two dams was given an opportunity to purchase output again.
However, a number of other, previously non-participating, utilities filed petitions in the
relicensing process in order to be able to purchase the output from these dams as well.

In 1995, certain Idaho and Snake River cooperatives filed a complaint with FERC, in which they
sought entitlement to allocation of power from Priest Rapids under any new license. FERC ruled
in 1998 that, effective November 1, 2005, 70 percent of the Priest Rapids Project’s output would
be allocated to the licensee. The remaining 30 percent would be available for sale pursuant to
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market-based principles to entities in the broad seven-state Northwest region, while giving
certain Idaho cooperatives and the current power purchasers a priority right.

The legal recognition of the rights of all parties has resulted in an extremely complex contract.
City Light’s rights to the output of the Priest Rapids Project are dependent on Grant PUD’s load,
actual WAPR output and the market price for electricity. The specifics of the Priest Rapids
contract have changed over time. Below is a summary of the individual contract “products” as
of 2010:

e Reasonable Portion (for more information see Section 3.1.2 in Chapter 3)
0 Per FERC License, Grant PUD must sell 30% of the WAPR output at a market
price set by a power auction.
o City Lightis entitled to a portion (6.14%) of the revenue from the sale of 30% of
the WAPR output after Grant PUD takes its share.
= Grant PUD can take a portion of the revenue if it estimates it will have
unmet load.
o City Light pays WAPR operating costs relative to the actual percentage of the
reasonable portion revenue it receives.
e Meaningful Priority
o City Light can elect to purchase up to a maximum of 3.87% of the WAPR output
(however, it is only guaranteed 2.78%).
o City Light will pay a market price set by a power auction.
0 In 2010 City Light has elected to purchase 20 MW of its Meaningful Priority
energy.
e Conversion Product
o City Lightis entitled to a small fixed amount of the output of WAPR, which is
dependent on Grant PUD’s District Reserve Share (70% of WAPR output at
critical water).
= Historically this amount has been a little under 3 aMW.
o City Light pays WAPR operating costs relative to the size of its conversion
product take.
e Surplus Product
o If Grant PUD estimates that its load will be less than its District Reserve Share,
additional energy may be available to purchasers.
o City Light is entitled to 6.14% of the additional surplus energy.
o City Light will pay WAPR operating costs relative to its actual take of surplus
energy.

Table 4.7.1 presents a comparison of costs of power from Priest Rapids as projected in the 2010
Rate Study and as now projected for 2011 and 2012. Average price is expected to decline
slightly in 2011 and then rise again in 2012. Given an expectation of no change in power from
this resource, total costs decline in 2011 by about $0.5 million, then rise $1.2 million in 2012.

The average power costs in Table 4.7.1 are somewhat misleading since all costs are included but

are gross of revenue from the Reasonable Portion product, which City Light receives as a cash
payment rather than as energy. Nevertheless, the change in costs and power amount shown in
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the table are used to decompose the change in costs estimated in the 2010 Rate Study. Table
4.7.2 is a short synopsis of the costs of the various products associated with the 2010 Priest
Rapids contracts with Grant PUD. Table 4.7.2 shows total costs and average costs, after netting
out the revenue from the ‘Reasonable Portion” product, for each separate product.

Table 4.7.1
Priest Rapids
Rate Study Forecast Change Forecast Change

2010 2011 2011 - 2010 2012 2012 - 2011

Priest Rapids $12,441,250 $11,900,000 ($541,250)  $13,100,000  $1,200,000
MWh 228,414 173,833 (54,581) 174,921 1,088
$/MWh $54.47 $68.46 $13.99 $74.89 $6.43

Table 4.7.2
Details of Priest Rapids Cost for 2011 and 2012
Rate Study Forecast Change Forecast Change

2010 2011 (*) 2011 - 2010 2012 (*) 2012 - 2011

Priest Rapids, Total Cost $12,441,250 $11,900,000 ($541,250)  $13,100,000  $1,200,000
Conversion Product 370,990 350,065 (20,925) 384,031 33,966
Reasonable Portion 2,971,146 2,803,561 (167,585) 2,999,511 195,950
Surplus Product 517,970 573,795 55,825 0 (573,795)
Meaningful Priority Election 8,581,144 8,186,171 (394,973) 9,733,464 1,547,293
Priest Rapids, Revenue $8,590,472 $8,200,000 ($390,472) $9,500,000 $1,300,000
Priest Rapids, Net Cost 3,850,778 3,700,000 (150,778) 3,600,000 (100,000)
Total MWh 228,414 173,833 (54,581) 174,921 1,088
$/MWh, Total (Net Cost) $16.86 $21.28 $4.43 $20.58 (30.70)

(*) Total costs are rounded to nearest $100,000

4.8  SPI (Burlington) Purchase

The Sacramento (CA) Municipal Utility District (SMUD) has a contract to purchase output from
the new Burlington renewable biomass generating facility (“Burlington™). Burlington is owned
by Sierra Pacific Industries (SPI) and located in Whatcom County (WA). SMUD's Burlington
energy needs to be delivered from Washington to California.

City Light entered into a ten-year agreement (August 1, 2007 through July 17, 2017) with
SMUD that stipulates that City Light:

(a) Provides scheduling and delivery services of up to 15 MW of Burlington energy to SMUD at
the California-Oregon Border (COB),

(b) Receives up to 25 MW of winter energy from SMUD in payment for such services, and

(c) Purchases from SMUD all of the new renewable energy and environmental attributes (Green
Tags) associated with the Burlington resource in excess of 15 MW, or approximately 3 aMW.

City Light expected to receive 26,280 MWh in 2010. Table 4.8 presents the costs and energy
now expected for 2011 and 2012. The average price in the table reflects that the bundled cost of
renewable resources (i.e., energy and Green Tags) is generally higher than expected market
prices. The Green Tags have a market value that is separate from the energy value.
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City Council Resolution #30144 (honoring Earth Day 2000, adopted April 10, 2000) proclaims
that City Light should meet as much load growth as possible with cost effective energy
efficiency measures and renewable resources. Subsequently, Washington State enacted Initiative
937 (Chapter 19.285 RCW) that requires utilities to acquire renewable resources. The
acquisition of Burlington responds to both of these objectives.

Table 4.8
SPI (Burlington Project)
Rate Study Forecast Change Forecast Change
2010 2011 2011 - 2010 2012 2012 - 2011
SPI Purchase (Burlington Project) $1,716,407 $2,421,544 $705,137 $2,463,817 $42,273
MWh 26,280 26,280 0 26,352 72
$/MWh $65.31 $92.14 $26.83 $93.50 $1.35

4.9  Columbia Ridge Landfill

City Light has entered into a 20-year agreement for the purchase of power and environmental
attributes from the Columbia Ridge renewable landfill gas generating facility (“Columbia
Ridge”) located near Arlington, Oregon. Columbia Ridge is owned by Waste Management
Renewable Energy, LLC, a subsidiary of Waste Management which operates the Columbia
Ridge landfill that accepts solid waste from the City of Seattle.

Columbia Ridge produces 6.4 MW of electrical output and City Light purchases the energy in
excess of station service and the preparation of the landfill gas, which is about 5.8 aMW
annually. City Light receives all of the environmental attributes associated with the 6.4 MW of
electrical output. This facility is expected to have a capacity factor in excess of 95%.

Table 4.9
Columbia Ridge Landfill
Rate Study Forecast Change Forecast Change
2010 2011 2011 - 2010 2012 2012 - 2011
Columbia Ridge (*) $2,870,691 $2,816,200 ($54,491) $2,880,300 $64,100
MWh 50,633 50,633 (0) 50,772 139
$/MWh, Total $56.70 $55.62 ($1.08) $56.73 $462.08

(*) Called "IRP Resource" in 2010 Rate Study

Construction of the facility was completed in 2009, and the first delivery of power to City Light
occurred in November 2009. City Light expects to receive 50,633 MWh in 2011. Columbia
Ridge meets City Light's resource adequacy requirements, is an eligible renewable resource
under 1-937 and complies with Washington State’s greenhouse gas emissions rules for base load
generation.

4.10 Renewable Resource Acquisition

The utility is implementing a gradual ramp-up in its strategy to acquire up to 43 MW of new
renewable resources through 2016. City Light’s resource acquisition strategy is to add a small
baseload renewable resource totaling about 7 aMW every year from 2011 to 2016. This makes

40



steady progress towards meeting the State’s 1-937 requirements. Specifically, acquisitions in
2011 and 2012 are forecast to begin July 1 of each year. In 2012, two-thirds of the target is met
with resources (including the 2011 acquisitions) and the remaining third with Green Tags. Price
assumptions for these resources come from responses to the Department’s 2009 Request for
Proposals (RFP). Table 4.10 indicates the assumptions embedded in the current financial plan.

Table 4.10
Renewable Resource Acquisition Plan
Rate Study Forecast Change Forecast Change
2010 2011 2011 - 2010 2012 2012 - 2011
Renewable Resource Acquisition $0 $3,520,000 $3,520,000 $7,027,749 $64,100
MWh 0 32,000 32,000 61,000 29,000
$/MWh $110.00 $110.00 $115.21 $5.21

411 \Water for Power

The cost category called Water for Power includes various costs that are associated with owning
and operating the Department’s generating resources. The utility is required by law to pay these
fees as a condition of the operation of our dams on the Pend Oreille, Skagit and Tolt rivers.

The FERC Administrative fees are for direct and indirect administrative annual charges by Other
Federal Agencies (OFAs) that directly support FERC in hydropower activities. These Other
Federal Agencies are US Department of Interior, US Department of Agriculture, US Department
of Commerce (specifically, National Marine Fisheries Service), and US Army Corps of
Engineers (USACE). These OFAs submit detailed costs to FERC and these costs are billed
through to the licensees.

In February 2009, FERC issued a final rule establishing a new fee schedule for federal land use
annual charges. For most counties across the U.S., the new schedule adopted a sharply increased
per-acre fee, leading to much higher annual charges for most licensees. Section 10(e) of the
Federal Power Act required FERC to establish and bill hydro licensees annual charges for
several categories of costs, including and recompensing the United States “for the use,
occupancy, and enjoyment of its lands and other property.” As part of the Energy Policy Act of
2005, Congress directed an update to the Federal Land Policy and Management Act fee
schedules to better reflect current land use values. The application of the new land use fee
schedule increased City Light’s costs from $1,075,077 in 2008 to $4,085,205 in 2009, a
substantial increase. Cost estimates for 2010 represented a continuation of these new higher
fees, and the forecast for 2011 and future years anticipates that they will keep growing around
10% annually.

State Department of Ecology fees trend upwards for 2010-2012, representing a continuation of
the typical annual fee increases seen since 2008.

Through the Pacific Northwest Coordinating Agreement (PNCA), City Light pays other entities
for the benefit of storage of water in reservoirs upstream of City Light’s facilities. For example,
Boundary operations are enhanced because of reservoir storage at three upriver projects: Albeni
Falls (USACE), Kerr (Montana Power), and Hungry Horse (US Bureau of Reclamation).
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Table 4.11
Water for Power

Rate Study Forecast Change Forecast Change
2010 2011 2011 - 2010 2012 2012 - 2011
Total Water for Power $9,340,263 $10,485,201 $1,144,938  $11,028,255 $543,054
FERC Administrative Fees 3,404,767 3,002,422 (402,345) 3,315,048 312,626
WA Dept of Ecology 149,892 152,583 2,691 155,457 2,874
PNCA Storage 1,600,730 1,674,500 73,770 1,794,900 120,400
FERC Land Rents 4,184,874 5,655,696 1,470,822 5,762,849 107,153

4.12 Wheeling

Wheeling is a term that means transporting power across other entities’ power lines. City Light
might incur wheeling costs as a part of delivering power to customers or in selling on the
wholesale market. The table below compares wheeling costs assumed in the 2010 Rate Study
and the 2011-2012 Forecast. Wheeling costs, in total, have decreased because of reductions in
estimates for BPA firm wheeling as well as decreases in wheeling costs for Lucky Peak and
Wind Resources.

BPA’s wheeling costs declined because the 2010 Rate Study estimates were based on
assumptions that BPA would increase its wheeling rates in 2010 by inflationary factors. BPA
decided not to change their wheeling rates in the short term; thus, BPA charges decline compared
to forecasts available for the 2010 Rate Study.

Lucky Peak local wheeling costs are paid to Idaho Power which decreased their rates compared
to the rates used for the 2010 Rate Study.

Wheeling costs for the Wind Resource are also projected to decline. The assumptions in the
2010 Rate Study were that City Light would buy 80 MW of firm transmission for five months of
the year and 105 MW of transmission for seven months. These purchases were considered
adequate to carry the actual output of 150 MW of capacity of wind farm output. Then, for the
last 25 MW of wind farm capacity purchased by City Light, City Light was assumed to buy 25
MW of non-firm transmission capacity. City Light is assumed to purchase 150 MW of
Integration and Exchange services in 2011, so there is no need for firm transmission that year.

In 2011, the need to purchase 25 MW of non-firm transmission services for the last 25 MW of
wind capacity will remain. In 2012, there is an assumption that all 175 MW of wind capacity
will be processed through an integration and exchange contract so there will be no need to
purchase either firm or non-firm transmission that year.
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Table 4.12

Wheeling
Rate Study Forecast Change Forecast Change

2010 2011 2011 - 2010 2012 2012 - 2011
BPA Firm Wheeling $38,540,025 $35,687,621  ($2,852,404) $36,163,432 $475,811
South Fork Tolt 408,444 429,502 21,058 431,936 2,434
Grand Coulee (Local) 148,078 191,870 43,792 192,280 410
Lucky Peak (Local) 2,243,103 1,809,363 (433,740) 1,854,402 45,039
Wind Resources 2,959,330 1,309,290 (1,650,040) 0 (1,309,290)
Columbia Grid & Other Wheeling 860,622 445,363 (415,259) 568,020 122,657
Total Wheeling $45,159,602 $39,873,009  ($5,286,593) $39,210,070 ($662,940)
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Chapter 5 - Cash to Operations

51 Overview

Cash to Operations includes costs associated with operating and maintaining:
e Power Production Facilities and Services
e Transmission Facilities
e Distribution Facilities and Services
e Customer Accounting and Services
e Conservation (non-deferred)
e Administrative and General Activities

Cash to Operations is the largest source of controllable expenses for City Light. In both 2011
and 2012, the cost of providing many base services is projected to rise modestly. In addition,
City Light is proposing to adopt new programs and expand existing programs to support the
Utility’s mission of providing reliable energy and excellent customer service. To help mitigate
the rate pressure from these increases in operating costs City Light has also proposed $4.6
million worth of cuts relative to the adopted 2010 budget in both 2011 and 2012.

Table 5.1 shows the projected Cash to Operations in 2011 and 2012, along with the changes from
the prior year. City Light estimates 2011 Cash to Operations will increase by $24.4 million or
12.1% from the 2010 value in the 2010 Rate Study. For 2012 City Light projects that Cash to
Operations will decrease by $6.9 million or 3.1% from the forecasted 2011 value, due primarily
to decreases in Administration and General costs.

Table 5.1
Summary of Projected Cash to Operations in 2011 and 2012
Rate Study Forecast Change Forecast Change
2010 2011 2011 - 2010 2012 2012 - 2011
Production $29,409,762 $36,216,425 $6,806,663 $35,792,484 ($423,941)
Transmission 9,105,905 9,467,918 $362,013 9,671,721 203,803
Distribution 61,357,875 68,199,039 $6,841,164 68,973,687 774,647
Conservation 9,610,203 11,031,407 $1,421,204 11,572,455 541,048
Customer Accounting 29,409,674 29,999,327 $589,653 30,600,515 601,188
Administration 63,303,776 71,698,989 $8,395,213 63,072,957 (8,626,031)
Total Cash to Operations $202,197,195 $226,613,105 $24,415,910 $219,683,819 ($6,929,286)

The rest of this chapter will provide detail of the changes in each of the Cash to Operations
subcategories. Changes will be itemized in the following categories:
1. [Inflation: Assumed at 2% annual increase
2. Budget Reductions: Reductions relative to the 2010 Adopted Budget
3. Budget Issue Papers (BIPs): New or expanded programs, or technical adjustments
4. Other (as needed): Miscellaneous changes
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In 2010 City Light cut $9 million dollars of operating expenses in response to lower-than-
planned wholesale revenue. To help mitigate the rate increases in 2011 and 2012, $4.6 million
of these budget reductions were also included in the 2011 and 2012 budget. These reductions are
not considered to be sustainable in the long run and are expected to be restored after 2012.

The financial forecast is itemized by the FERC accounting categories to facilitate comparing the
forecast against actual reported financial results. Unfortunately, FERC accounting categories do
not necessarily parallel City Light budget categories. Therefore, the forecast of revenue
requirements requires assumptions about where certain budget categories will be recorded. In
summary, there is not a simple or direct cross-walk between budget categories and
forecast/accounting categories.

5.2 Production

Cash to production includes expenses associated with the operation and maintenance of City
Light's owned hydroelectric plants. The majority of this expense is for the Utility’s facilities on
or near the Skagit River (Ross, Diablo, Gorge and Newhalem) and Pend Oreille River
(Boundary). City Light also owns and operates two smaller hydroelectric facilities, South Fork
Tolt and Cedar Falls, which are both located east of City Light’s service territory. Production
expenses also include the cost of the system control center, power marketing activities and
greenhouse gas mitigation.

Production expenses forecasted for 2011 increased by $6.8 million or 23.1% from the 2010 Rate
Study. In 2012 projected production expenses decreased by $0.4 million or 1.2% relative to the
forecasted amount in 2011. Table 5.2 shows a list of major changes in production costs and
Table 5.3 provides the individual BIPs.

Major budget reductions for Production include:
* Reduced consultant contracts
= Reduced travel for regional policy issues and project visits
= Elimination of one management position (Span of Control)

Table 5.2
Changes in Cash to Production
Rate Study Forecast Change Forecast Change
2010 2011 2011 - 2010 2012 2012 - 2011
Production Baseline $28,951,848 $28,951,848 $0 $28,951,848 $0
Inflation 579,039 579,039 1,169,656 590,617
Budget Reductions (475,000) (475,000) (460,000) 15,000
BIPs 6,015,138 6,015,138 4,009,013 (2,006,125)
Green House Gas Mitigation 457,914 1,145,400 687,486 2,121,967 976,567
Total Production $29,409,762  $36,216,425 $6,806,663  $35,792,484 ($423,941)
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Table 5.3
Production Budget Issue Papers

2011 2012
FERC License Fees $508,304 $622,363
Boundary Relicensing Mitigation Measures 90,000 145,000
Power Marketing and Control Center Applications 112,250 112,250
NERC Compliance Embedded FTEs for Business Units 568,184 417,000
Power Marketer 1.0 FTE 122,400 122,400
Slice Customer Interface Application-Phase I 140,000 50,000
Boundary Power House (BPH)-Transformer Maintenance 136,000 120,000
Fleet and Mobile Equipment Staff Increase: 1.0 FTE 60,000 60,000
Generation Facility Maintenance add-back 1,650,000 1,400,000
Restore Funding for Space Rent 250,000 250,000
Generation Support Restoration of FTE Funding 78,000 80,000
Generation Facility Maintenance add-back 2,300,000 630,000
Total Production BIPs $6,015,138 $4,009,013

5.3 Transmission

Transmission expenses include the cost of operating and maintaining City Light’s transmission
facilities. City Light’s principal transmission line transmits electricity from the Skagit Project to
City Light’s service territory. 2011 transmission expenses are expected to be $9.5 million, which
is $0.4 million or 4.0% higher than the amount assumed in the 2010 Rate Study. This increase
primarily reflects rising materials costs for ongoing maintenance of transmission property and
equipment, which is projected to grow at a slightly greater rate than that projected for other
operating and maintenance categories. In 2012 transmission expenses are expected to be $9.7
million, which is $0.2 million or 2.2% higher than the forecasted 2011 amount. There are no
proposed new or expanded O&M programs allocated to transmission in 2011 or 2012,

Table 5.4
Changes in Cash to Transmission
Rate Study Forecast Change Forecast Change
2010 2011 2011 - 2010 2012 2012 - 2011
Transmission Baseline $9,105,905 $9,105,905 $0 $9,105,905 $0
Inflation 362,014 362,014 565,816 203,802
Total Transmission $9,105,905 $9,467,919 $362,014 $9,671,721 $203,802

5.4 Distribution

Distribution expenses include the direct expenses of operating and maintaining substations,
power lines, line transformers, poles, service connections, meters, and streetlights. Table 5.5
displays the changes to cash to distribution for 2011 and 2012. City Light projects distribution
expenses in 2011 will be $6.8 million or 11.1% above what was projected in the 2010 Rate
Study. The majority of the increase came from new or expanded programs (i.e., BIPS), which are
provided in detail in Table 5.6.
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Major budget reductions include:
= Delay in wood pole inspection program at the Skagit Facility
= Integrating permitting processes with Department of Planning and Development

In 2012 distribution expenses are projected to increase by $0.8 million or 1.1% from the
forecasted 2011 levels. A number of distribution and maintenance and planning program
expenses were weighted more heavily in 2011 to help smooth the rate impact between the two
years.

Table 5.5
Changes in Cash to Distribution
Rate Study Forecast Change Forecast Change
2010 2011 2011 - 2010 2012 2012 - 2011
Distribution Baseline $61,357,875 $61,357,875 $0 $61,357,875 $0
Inflation 1,227,164 1,227,164 2,478,872 1,251,708
Budget Reductions (250,000) (250,000) (250,000) 0
BIPs 5,864,000 5,864,000 5,386,940 (477,060)
Total Distribution $61,357,875 $68,199,039 $6,841,164 $68,973,687 $774,648
Table 5.6
Distribution Budget Issue Papers
2011 2012
Restore Vegetation Management Transmission Right of Way $990,000 $900,000
LAMP and WAMS Baseline Program 2,464,000 1,750,000
Station Transformer Replacement Program 180,000 180,000
TLM & NLM/Loadflow Replacement 100,000 0
Neighborhood Cable Injection/Replacement Program 200,000 200,000
Emergency Command and Control Center 100,000 100,000
Engineering Studies: Transmission Congestion Relief 400,000 0
Vegetation Management-Restore Funds 1,000,000 1,000,000
Energy Management System (EMS) Replacement - 240,000
Distribution System Planning Work 430,000 1,016,940
Total Distribution BIPs $5,864,000 $5,386,940

5,5  Conservation (Direct Expenses)

There are two types of conservation expenditures in City Light’s budget and forecast: direct
conservation expenditures and deferred conservation expenditures. Direct conservation
expenditures include costs for administration, planning, marketing, and customer service for all
conservation programs. These direct conservation expenditures impact the revenue requirements
in the year in which they are incurred. Deferred conservation expenditures are treated like
capital expenditures and impact revenue requirements in future years through requirements to
cover debt service (See Chapter 17 for deferred conservation expenditures). Table 5.7 shows
that City Light projects that direct 2011 conservation expenses will increase by $1.4 million or
14.8% from the level planned in the 2010 Rate Study. Forecasted 2012 direct conservation
expenses are expected to increase by $0.5 million or 4.9%. The conservation BIP provides
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funding for the accelerated conservation program identified in City Light’s 2008 Conservation 5-
Year Plan.

Table 5.7
Changes in Cash to Conservation
Rate Study Forecast Change Forecast Change
2010 2011 2011 - 2010 2012 2012 - 2011
Conservation Baseline $9,610,203 $9,610,203 $0 $9,610,203 0
Inflation 192,204 192,204 388,252 196,048
BIPs 1,229,000 1,229,000 1,574,000 345,000
Total Conservation $9,610,203 $11,031,407 $1,421,204 $11,572,455 $541,048

5.6 Customer Accounting

Customer accounting expenses include the expenses for reading meters, billing customers,
providing information to customers, and maintaining customer records. As shown in Table 5.8,
City Light projects 2011 customer accounting expenses will increase by $0.6 million, or 2%
from the value in the 2010 Rate Study. In 2012 it is expected to increase by another $0.6
million, or 2% relative to 2011. The increase is attributed solely to inflation, as there are no
budget reductions or BIPs allocated to customer accounting.

Table 5.8
Changes in Cash to Customer Accounting
Rate Study Forecast Change Forecast Change
2010 2011 2011 - 2010 2012 2012 - 2011
Customer Accounting Baseline $29,409,674 $29,409,674 $0 $29,409,674
Inflation 589,653 589,653 1,190,841 601,188
Total Customer Accounting $29,409,674  $29,999,327 $589,653  $30,600,515 $601,188

5.7 Administration and General

Administration and General expenses (A&G) include the direct expenses for administration,
planning, office supplies, building rents, maintenance of general plant, services provided by the
Department of Executive Administration, injury and damage claims, cleanup of toxic materials,
and research and development. Table 5.9 presents the changes to A&G expected in 2011 and
2012. City Light forecasts 2011 A&G cash expenses will increase by $8.4 million or 13.3%
from the 2010 Rate Study. However, 2012 A&G expenses are projected to decrease by $8.6
million or 12.0% relative to 2011 as a result of a significant decrease in BIPs.

Table 5.10 shows the individual A&G BIPs. A&G BIPs are separated into regular BIPs and

technical adjustment BIPs in order to differentiate discretionary budget additions from non-
discretionary ones.

Major budget changes include:
= Delayed funding for environmental remediation work
= Delayed software replacement
* Reduced bond maintenance and audit costs
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= Eliminate funding for one National Urban

Fellow

= Prepayment of software maintenance costs in 2011 contribute to increase in that year, and

corresponding decrease in 2012

Payments for toxic cleanup (net of accruals) are projected to increase by $2.5 million in 2011 but
then decrease by $4.1 million in 2012. These are payments for environmental remediation in a
number of different areas including areas around the Cedar and the Duwamish rivers. Some
toxic cleanup expenses that were originally projected to be in 2012 were shifted forward into
2011 to help smooth the rate increases between the two years. In addition, a number of A&G
BIPs were front loaded in 2011, particularly in IT, to help smooth the rate impact over the two

years.
Table 5.9
Changes in Cash to Administration and General
Rate Study Forecast Change Forecast Change

2010 2011 2011 - 2010 2012 2012 - 2011
A&G Baseline $60,226,464 $60,226,464 $0 $60,226,464 $0
Inflation 1,166,202 1,166,202 2,433,149 1,266,947
Budget Reductions (3,862,500)  (3,862,500) (3,862,500) 0
BIPs 5,725,991 5,725,991 (2,080,833) (7,806,824)
Techical Adjustment (BIPs) 2,855,000 2,855,000 4,867,800 2,012,800
Toxic Cleanup, Net of Accruals 3,077,312 5,587,832 2,510,520 1,488,877 (4,098,955)
Total A&G $63,303,776 $71,698,989 $8,395,213 $63,072,957  ($8,626,032)

Table 5.10
A&G Budget Issue Papers
2011 2012

Software and Contract Maintenance and Support - IT Applications $1,095,242 $0
Software License/Maintenance for Oracle and Microsoft Products 1,847,916 0
EMS Compliance Improvements 207,000 0
Software and Hardware Maintenance Base Moved to 2011 2,175,833 (2,175,833)
Restoration of Talent Acquisition NERC Compliance 40,000 40,000
Wholesale Energy Risk Policy Review 85,000 55,000
Sustain and Study Replacement of CCSS 275,000 0
Subtotal A&G BIPs $5,725,991 ($2,080,833)
Techical Adjustment BIPs
DolT/SPU Allocation Funding $1,640,000 $1,652,800
COLA reductions from assumed 2% (1,400,000) (1,400,000)
Increase in Pension Contributions 2,500,000 4,500,000
Grant Funded Finance/Conservation Position 115,000 115,000
Subtotal Technical Adjustments $2,855,000 $4,867,800
Total All A&G BIPs $8,580,991 $2,786,967
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Chapter 6 - Cash to Rate Discounts

6.1 Cash to Rate Discounts

City Light offers utility rate assistance to low-income customers who receive Supplemental
Security Income and customers who are at or below 70 percent of the Washington State median
income. The median income is computed annually by the State or City on the total household
income. Ultility rate assistance amounts to about a 60 percent discount on utility bills. If

customers do not have bills in their names (e.g., they live in subsidized housing), they get a
credit on another utility bill.

In 2009, the Mayor’s Office for Senior Citizens implemented an aggressive outreach program to
increase customer participation in the Utility Discount Program. As shown in Table 6.1, the
average number of low-income customers accepting rate assistance is expected to increase from
13,830 forecasted in the 2010 Rate Study to 14,030 in 2011 and to 14,232 in 2012. The energy
delivered to Assisted Residential Customers is projected to increase slightly during the 2011-
2012 period. Cash to Rate Discounts is expected to increase by about $0.1 million in 2011 as
compared to 2010 and by another $0.5 million between 2011 and 2012. This increase is a result

of expected increases in retail rates in 2011 and 2012. Low-income customers will receive 40%
of this rate increase.

Table 6.1
Cash to Rate Discounts
Rate Study Forecast Change Forecast Change

2010 2011 2011 - 2010 2012 2012 - 2011
Cash from Assisted Residential Customers ($)
Before Discounts $10,785,251  $11,196,032 $410,781  $11,945,887 $749,855
After Discounts 4,320,713 4,614,584 293,871 4,881,272 266,689
Cash to Rate Discounts $6,464,538 $6,581,448 $116,910 $7,064,615 $483,167
Average Assisted Residential Rate ($/MWh)
Before Discounts $75.57 $78.05 $2.48 $82.51 $4.46
After Discounts $30.28 $32.17 $1.89 $33.72 $1.55
Discount $45.30 $45.88 $0.58 $48.80 $2.91
Percent Discount 60% 60% 0% 60% 0%
Energy Delivered to Assisted Residential Customers (MWh) 142,711 143,443 0.51% 144,776 0.93%
Number of Assisted Residential Customers 13,830 14,030 1.45% 14,232 1.44%

6.2  Other Low-Income Assistance Programs

The following sections describe other miscellaneous assistance programs for low-income City
Light customers. These programs are not part of Cash to Rate Discounts, and instead are
grouped with other rate components. Cash to these programs is itemized in Table 6.2 below.
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Table 6.2
Other Low Income Assistance Programs

Rate Study Forecast Change Forecast Change
2010 2011 2011 - 2010 2012 2012 - 2011
Waivers of Trouble Call Charges $1,154 $1,184 $30 $1,214 $30
Waivers of Account Change Fees 37,121 37,327 206 38,260 933
Emergency Low Income Assistance 266,502 272,805 6,303 279,258 6,453
Administration of Low Income Assistance Programs 475,585 486,556 10,971 497,489 10,933

6.2.1 Cash to Trouble Call and Account Change Fee Waivers

Customers receiving low-income assistance do not pay trouble call charges and account change
fees. Total cash to these two waivers is expected to amount to about $38,500 in 2011 and about
$39,500 in 2012. Account change fee waivers are part of Cash from Other Sources, a subset of
Cash from All Other Sources described in Chapter 3. Trouble call fee waivers are included in
Cash to Operations described in Chapter 5.

6.2.2 Cash to Emergency Low-Income Assistance Program (ELIA)

This program was established by Ordinance 112637 in December 1985. For customers in a crisis
situation who have received a 24-hour shut-off notice, the Emergency Low-Income Assistance
Program (ELIA) pays up to 50 percent of a customer’s delinquent bill up to a maximum of $200.
Customers must have already received funds from the federally funded and federally
administered Energy Assistance Program (EAP). Customers can receive ELIA funds only once a
year. Cash to ELIA is expected to increase slightly from $266,502 projected in the 2010 Rate
Study to $272,805 in 2011 and to $279,258 in 2012. In 2011 and 2012, the forecast is for small
increases in customers requesting emergency assistance. Cash to ELIA is considered a deduction
from the Cash from All Other Sources described in Chapter 3.

6.2.3 Cash to Administration of Low-Income Assistance Programs

The Human Services Department - Mayor’s Office for Senior Citizens (MOSC) administers the
low-income rate assistance programs. These programs are the Utility Discount Program and
Project Share. Cash to Administration of Low-Income Assistance Programs is expected to
increase from $475,585 projected in the 2010 Rate Study to $486,556 in 2011 and $497,489 in
2012. The number of customers on rate assistance in 2011 and 2012 is forecast to have a small
increase in both years. Cash to Administration of Low-Income Assistance Programs is included
in Cash to Operations, discussed in Chapter 5.
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Chapter 7 - Cash to Uncollectable Revenue

Every year, a portion of past-due accounts receivable for revenues from both retail and wholesale
customers is never received, despite collection efforts, and must be written off as uncollectable.
Uncollectable revenue has been lower in the past three years than it was during several preceding
years, thanks to a variety of initiatives that include: improved collection techniques, stronger
efforts to keep customer contact information in the billing system up-to-date so that customers
can be contacted sooner when bills become delinquent, new billing and payment methods such
as electronic billing and online payment, and improved monitoring of the credit quality of
current and potential wholesale power customers. Uncollectable revenue is projected to remain
stable at around 0.9% of revenue from energy sales to retail customers, its average level of the
past three years. Although this amount may also include some uncollectable wholesale revenue,
it is not forecast separately because it is highly variable and usually only accounts for a small
proportion of total uncollectable revenue. Total uncollectable revenue is projected to be $6.0
million in 2011 and $6.3 million in 2012.
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Chapter 8 - Cash to Taxes and Franchise Payments

8.1 Overview

The Department recognizes taxes and contract payments as operating expenses. The major taxes
paid by City Light are revenue taxes paid to the City of Seattle and the State of Washington.
Taxes paid to the City of Seattle are subordinate to debt service. Therefore, they are in a
different cash flow category than Cash to State Taxes and Franchise Payments. They are
discussed further in Chapter 11, which includes the rationale for their separate treatment.
However, computation of City taxes has similarities to computation of State taxes, so the
calculation of City taxes is also discussed here.

Besides explicit tax payments, the Department also makes payments to counties in which City
Light resources are located. These payments are for a variety of public services, such as fire and
police protection, schools, and road maintenance. City Light also makes payments to suburban
cities, as agreed in franchises negotiated with these cities. Other taxes include City and State
business taxes.

Table 8.1 (next page) presents data on all taxes and related costs projected in the 2010 Rate Study
and as now projected for 2011 and 2012. For cash flow purposes, the summary total for taxes
and related costs that are a component of expenditures that reduce Cash Available for Debt
Service Coverage is in the row titled State Taxes and Franchise Payments.

8.2  State and City Taxes

The Revenue Tax Base in the section on Factors Affecting City Occupation and State Public
Utility Taxes in the lower part of Table 8.1 should, perhaps, be labeled ‘Gross’ Revenue Tax
Base. Not all of what might be considered the *‘Gross’ Revenue Tax Base is subject to State and
City taxes. Thus, an adjustment is needed to create what might be called a ‘Net’ Revenue Tax
Base. This concept is created as the product of the Revenue Tax Base and 1 minus percent
revenue deductible from either State or City tax. Estimates of revenue tax payments, then, are
created by multiplying this term by the appropriate State or City tax rate. It turns out that change
in the gross revenue is the dominant term in explaining the increase in the City and State taxes
and this change, in turn, is dominated by the change in retail rates between what is projected in
2011 and 2012 and what was expected for 2010 in the 2010 Rate Study.

The State and City taxes in the table equal the revenue (also known as Occupation and Public
Utility) taxes, as just described, plus Business taxes. State taxes also include some very minor
‘Other’ taxes. Overall, revenue taxes account for the vast majority of State and City tax
payments and the primary reason for their increase. Business and Other State and City taxes
account for only a little over $0.1 million annually and are relatively steady, growing very slowly
over time.
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Table 8.1

Taxes
Rate Study Forecast Change Forecast Change
2010 2011 2011 - 2010 2012 2012 - 2011
State Business Tax $110,574 $114,997 $4,423 $119,482 $4,485
State Public Utility Tax 23,985,349 25,776,768 1,791,419 26,908,416 1,131,647
Other State Taxes 5,225 5,434 209 5,646 212
State Taxes $24,101,148 $25,897,199 $1,796,051 $27,033,544 $1,136,344
King County Surface Water Management Fees 144,377 144,377 0 144,377 0
Whatcom County Contract Pmts 916,443 937,679 21,236 959,407 21,728
Pend Oreille County Contract Pmts 1,383,783 1,563,485 179,702 1,608,078 44,593
Renton Business Tax 92 96 4 100 4
Payments to Concrete School District 117,482 120,522 3,040 123,472 2,950
Payments to Other Government Entities $2,562,177 $2,766,159 $203,982 $2,835,434 $69,275
Shoreline 1,650,270 1,688,341 38,071 1,726,277 37,936
Burien 762,702 782,532 19,830 802,096 19,564
Lake Forest Park 267,650 274,609 6,959 281,474 6,865
Tukwila 1,720,254 1,764,981 44,727 1,809,105 44,124
SeaTac 132,593 136,040 3,447 139,441 3,401
Payments to Franchises $4,533,469 $4,646,503 $113,034 $4,758,393 $111,890
Total State Taxes and Franchise Payments $31,196,794 $33,309,861 $2,113,067 $34,627,371 $1,317,509
City Business Tax 11,845 12,319 474 12,799 480
City Occupation Tax 38,541,318 41,419,894 2,878,576 43,238,303 1,818,409
Seattle City Taxes $38,553,163 $41,432,213 $2,879,050 $43,251,102 $1,818,889
Factors Affecting City Occupation
and State Public Utility Taxes
% Revenue Deductible from City Tax 2.50% 2.50% 0.00% 2.50% 0.00%
% Revenue Deductible from State Tax 6.00% 6.00% 0.00% 6.00% 0.00%
City Revenue Tax Rate % 6.00% 6.00% 0.00% 6.00% 0.00%
State Revenue Tax Rate % 3.87% 3.87% 0.00% 3.87% 0.00%
Revenue Tax Base $658,825,944 $708,032,371 $38,259,475 $739,116,293 $28,346,157
Seattle System Load, MWh 9,919,004 10,013,905 94,901 10,188,947 175,042
Average Revenue Tax Base Rate, $/MWh (with CIAC) $66.42 $70.70 $4.28 $72.54 $1.84

In 2006, a reading of the tax law suggested that cash from Contributions In Aid of Construction
(CIAC) should be excluded from the revenue tax base when computing the revenue tax payment
to the City, though that cash should be included in the revenue tax base when computing the
revenue tax payment to the State. Subsequently, a clarification has occurred that indicates cash
from CIAC should be in the revenue tax base for computing both State and City taxes.

Other factors affecting the City Occupation Tax are the fraction of the Gross Revenue that is
subject to City taxes, and the City tax rate itself. Similar reasoning, though with different
factors, also controls the computation of the State Public Utility Tax. It is possible to deconstruct
the changes in total City and State taxes into all their constituent components, but the conclusion
in each case is that changes in gross revenue are the prime determinant of changes in the tax
payments and the main determinant of change in gross revenue is the change in rates between
what was projected for the 2010 Rate Study and what is projected now for 2011 and 2012.
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8.3  Other Related Expenses

Payments to Counties and Schools. Contract payments for Whatcom County, where the Skagit
Projects are located, and payments to Pend Oreille County, where the Boundary Project is
located, both allow for annual increases to account for inflation. The Whatcom County Impact
Payment Agreement that has been negotiated stipulates an annual escalator of 2.3171736%. In
September 2010, the Department and Pend Oreille County reached agreement on impact
payments related to Boundary dam for 2010-2019. The amounts projected for 2011 and 2012,
displayed above in Table 8.1, are the agreed-upon amounts per that settlement. Payments to
King County for surface water management fees are not projected to increase.

In addition, City Light makes payments to the Concrete School District (located in Whatcom
County), which provides career counseling, bus transportation to after school events and night
school, and other services to City Light staff and family members residing at the Skagit Projects.

Payments to Suburban Cities. City Light also makes payments to suburban cities with which it
has negotiated franchise agreements to construct, operate, replace, and repair the electric and
light system to serve those areas. These payments are made to the cities in return for their
agreement not to exercise their rights to establish their own municipal utilities and to acquire
City Light’s distribution property within their limits.

Under the terms of franchise agreements signed in 1998, 1999 and 2002, City Light makes
monthly payments to the cities of Shoreline, Burien, Lake Forest Park, SeaTac and Tukwila in
amounts equal to 6.0% of the revenue attributed to the energy component of rates charged to
customers residing within those cities. Under a franchise agreement with the City of Tukwila
signed in 2002, the Department paid Tukwila monthly amounts equal to 4% of total revenue
billed to customers in Tukwila from March 1, 2003, through December 31, 2004, 5% of revenue
in calendar years 2005 and 2006, and now pays 6% of revenue through the end of the franchise
in 2018. Under the franchise agreement with Shoreline, the Department started paying 6% of
total revenue as of April 2009.

Payments to suburban cities consistent with the franchises are projected to increase from $4.5

million in 2010 to around $4.6 million in 2011 and $4.8 million in 2012. Payments to the
suburban cities increase when retail rates increase.
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Chapter 9 - Cash to (from) the Rate Stabilization Account

9.1 Overview

In March 2010 the Seattle City Council adopted legislation to create a $100 million Rate
Stabilization Account (RSA). The account will provide funds when actual net wholesale revenue
is below planned levels. If funds are withdrawn from the RSA they will be replenished with an
automatic retail rate surcharge or transfers from operating cash. In addition, any surplus net
wholesale revenues above the planned levels will be placed in the RSA. Appendix 2 contains
more information on the mechanics of the RSA. The fund will become active January 1, 2011
but is not anticipated to be fully funded until mid 2011.

9.2  Funding Sources

To initially fund the RSA, City Light has proposed a combination of rate surcharges, the existing
$25 million contingency reserve, and bond refinancing savings (which are regarded as transfers
from the operating cash account). Table 9.1 provides a breakdown of the proposed funding. The
reason the RSA account is projected to be over its targeted $100 million dollars at the end of
2011 is due to interest earned on the account after it reaches its targeted amount.

Table 9.1
Proposed Funding Sources for RSA

2010 2011
Existing Contingency Reserve $25.0 $0.0
Rate Surcharge Revenue, net 16.0 10.6
Transfers from Operations 27.7 21.0
Interest Income 0.2 0.9
End of the Year Balance $68.9 $101.4

9.3 Impacts on Revenue Requirements

Cash that is transferred to the RSA must be accounted for as deferred revenue®. This is because
funds that are transferred from the RSA to the operating account (to supplement lower than
planned net wholesale revenue) will be counted as current year revenue available for debt service
coverage. Funds cannot be counted as revenue twice. Therefore, to ensure that funds transferred
from the RSA will be available for coverage when they are withdrawn, they will be deferred and
not counted in the calculation of debt service coverage in the year in which they are transferred.

Table 9.2 shows the cash transfers to and from the RSA and the resulting impacts on the revenue
requirements. Since the RSA did not exist at the time the 2010 Rate Study was conducted, there
are no values in any of the RSA lines for this period. City Light projects that (on an expected

> The existing $25 million contingency reserve is an exception to this; these funds are not deferred revenue.
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basis) the initial funding of the RSA will increase 2011 revenue requirements by $20.3 million in
2011 but have no impact in 2012.

Table 9.2
Cash to (from) the Rate Stabilization Account
Note Rate Study Forecast Change Forecast Change
2010 2011 2011 - 2010 2012 2012 - 2011

Cash from Revenues
[11 | Cash from RSA Surcharge Revenue $0 $11,716,340 $11,716,340 $0 -$11,716,340
[2] | Interest on RSA Balance 0 927,256 2,941,594 2,014,338

Cash to Expenses
[3] RSA Surcharge Revenue Net of Taxes 0 10,559,586 10,559,586 0 -10,559,586
[4] Other Operating Cash to RSA 0 20,989,795 20,989,795 0 -20,989,795
[5] Interest Earned on RSA Balance 0 927,256 927,256 2,941,594 2,014,338
[6] | Total Cash Transferred to RSA Account 0 32,476,637 32,476,637 2,941,594  -29,535,043
[7] | State Taxes on RSA Surcharge 0 453,774 453,774 0 -453,774
[8] [Net Impact on Revenue Requirements $0 $20,286,815  $20,286,815 $0 -$20,286,815
[9] |City Taxes on RSA Surcharge 0 702,980 702,980 0 -702,980

Cash from Revenues
1. Cash from RSA Surcharge Revenue

In 2011 City Light projects that it will receive $11.7 million from RSA surcharges. This
includes a 4.5% surcharge in the first quarter and a 3% surcharge in the second quarter.
Appendix 2 provides more information on how and when surcharges are applied. In
2012 the RSA is expected to be fully funded and (on an expected basis) is not projected
to decrease due to lower than planned wholesale revenue. Thus, there is no projected rate
surcharge in 2012.

Interest Earned on RSA Balance

Like most cash accounts, the balance of the RSA account earns interest. The interest
earned on the RSA account is embedded in the amount in the total interest line in the
Cash Flow Table.

Cash to Expenses
3. RSA Surcharge Revenue Net of Taxes

RSA surcharge revenue net of taxes is the amount of RSA surcharge revenue that is
transferred to the RSA. City Light must pay taxes on all retail revenue including revenue
received from the RSA surcharge. Therefore, to cover the increased taxes from the RSA
surcharge revenue, City light will only transfer the RSA surcharge net of the associated
taxes. In 2011 City Light projects that it will transfer $10.6 million from RSA surcharge
revenue to the RSA.

Other Operating Cash to RSA

This line includes any transfers from the operating fund to the RSA in addition to RSA
surcharge revenue and interest income. As stated above, City Light plans on using some
of the savings from the 2010 bond refinancing to establish the RSA. In 2011 City Light
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projects that it will use $21.0 million of its bond refinancing savings to fund the RSA.
There are no projected transfers from operations in 2012.

5. Interest Earned on RSA Balance
By City Ordinance, interest earned on the RSA account balance stays in the RSA
account. All City Light earned interest is recognized as current year revenue and then
allocated to a particular cash account. However, as discussed above, all RSA transfers
must be deferred. The full amount of RSA interest income revenue is transferred to the
RSA account and deferred.

6. Total Cash Transferred to the RSA Account
This is the total amount of cash that is transferred to the RSA account. The amount is
treated as deferred revenue and will be available to cover debt service requirements in the
year it is withdrawn. In 2011 the total cash transferred to the RSA is projected to be
$32.5 million, the same amount as shown in the Cash Flow Table.

7. State Taxes on RSA Surcharge
City Light must pay State and City taxes on the RSA surcharge revenue. State taxes are
deducted from the amount available for coverage but City taxes are not. Therefore, in
Table 9.2 State taxes are included in the impact on revenue requirements and City taxes
are not. In 2011 State taxes on RSA surcharge revenue are projected to be $0.5 million
(reflective of a 3.87% State tax rate).

Net Impact on Revenue Requirements
8. Net Impact on Revenue Requirements
This is equal to the total Cash to Expenses less Cash to Revenues shown in Table 9.2. In
2011 the net impact on revenue requirements is projected to be $20.2 million. This is
primarily from the initial funding of the RSA from other operating cash. The small
difference is attributed to the fact that city taxes on revenue are not counted against the
amount available for debt service coverage.

City Taxes
9. City Taxes
In 2011 City taxes on RSA surcharge revenue are expected to be $0.7 million (reflective
of a 6.0% City tax rate).
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Chapter 10 - Cash Available for Debt Service Coverage

Cash Available for Debt Service Coverage is the amount of annual revenue, net of qualifying
expenses, that is available to pay debt service. It is the sum total of all the lines described in the
preceding nine chapters, and the bottom line of the cash flow table used to determine revenue
requirements. Cash Available for Debt Service Coverage is also equal to debt service multiplied
by 1.8, because the retail revenue amount is sized such that this is true.

Table 10.1 confirms the explanation above. Cash Available for Debt Service Coverage must
equal cash required for debt service multiplied by the required coverage ratio. Then, the required
retail power sales revenue must equal expenses, which exclude City taxes but include cash to the
Rate Stabilization Account for 2010 and 2011, less other revenues plus the cash required for debt
service coverage. As shown in Table 10.1, compared to the 2010 Rate Study, Cash Available for
Debt Service Coverage is expected to decline by $13.7 million in 2011 because debt service is
lower due to the May 2010 bond refunding. Cash available for debt service coverage is
projected to increase by $54.8 million from 2011 to 2012. As explained in Chapter 13, only
minimal refunding savings were included in the May 2010 bond issue after 2011.

Table 10.1
Cash Available for Debt Service Coverage
$ millions
Rate Study Forecast Change Forecast Change
2010 2011 2011 - 2010 2012 2012 - 2011
Retail Power Sales before Discount $614.8 $651.5 $36.7 $699.2 $47.7
Other Revenues 190.4 160.6 (29.8) 169.3 8.8
Total Revenues 805.2 812.1 6.9 868.6 56.5
Subtract Expenses 534.7 555.3 20.6 556.9 1.7
Cash Available for Debt Service Coverage $270.5 $256.8 ($13.7) $311.6 $54.8
Debt Service 150.7 142.7 (8.0) 173.1 30.5
Debt Service Coverage Target (Ratio) 1.8 1.8 0.0 1.8 0.0
Debt Service * Target DSC $270.5 $256.8 ($13.7) $311.6 $54.8
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Chapter 11 - Cash to City Taxes

City Taxes were first discussed in Chapter 8 which presented the data on City taxes, along with
the other taxes and related costs, as estimated in the 2010 Rate Study and 2011-2012 forecast.
The reason for raising this topic again is that the cash used to pay City taxes is in a different
category than the other taxes and related costs which are considered primary, direct operating
costs. Cash available for paying City taxes is available, first, for paying debt service. Cash
available for paying City taxes, therefore, does not directly affect revenue requirements for
setting retail rates.

Utilities are among the most capital intensive businesses in the world. The expensive capital
equipment is paid for over an extended period, approximating the useful life of the equipment.
This means that at any point in time, City Light has a large amount of debt outstanding that must
be serviced each year. The Seattle City Charter does not permit the Department to pay taxes to
the City’s General Fund “until ample provision has been made for the servicing of the debts and
obligations of the utility for necessary betterments and replacements for the current year.” This
is equivalent to saying that the City taxes take a junior lien to debt service. Thus, the cash
available for debt service is used, first, to pay debt service costs, and then the residual is
available to pay City taxes.

Table 11.1 recapitulates the data on City taxes embedded in Table 8.1 in Chapter 8. That chapter
discussed the differences between what was projected in the 2010 Rate Study and what is now
projected for 2011 and 2012. It also explained that the anticipated increase in 